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Economic growth as a necessary condition for economic development is concerned 
with an increase in the economy’s output. For many years, attempts have been made 
to identify the factors that most influence economic growth. Apart from the key role 
of economic factors in influencing growth, political variables are also pivotal. The 
main aim of this study is to investigate the conceptual and empirical issues of 
political variables, particularly democracy and political instability, in the context of 
cross-country economic growth analysis. 
 
When it comes to conceptual issues, democracy has generally been considered from 
a political point of view only, despite the fact that it is a multifaceted concept that is 
not limited to its political aspects. This study therefore contributes to the existing 
literature on democracy and economic growth by providing a multi-dimensional 
index called “Comprehensive Democracy Index” (CDI), which includes the political, 
economic and social aspects of democracy. Since the main message of democracy is 
freedom, the new indicator – CDI – is built on three components: political freedom, 
economic freedom and social freedom. This indicator has been computed for 153 
countries based on data from 2002 to 2012. The calculations show that out of 1661 
observations, the lowest democracy level was 13.12 for Iraq in 2002 and the highest 
was 93.27 for New Zealand in 2005. 
 
Likewise, studies on political stability have focused mainly on political events with 
an emphasis on government change. However, they have failed to notice that the 
stability of the economic environment is important for long-term economic growth. 
Hence, the “Comprehensive Political Instability” (CPI) Index was developed to 
 viii 
represent two key characteristics of political variables: longevity and size of impact. 
This composite indicator was computed for the same 153 countries from 2002 to 
2012. The calculations show that out of 1692 observations, the most stabilised 
country was Finland with an index of 0.00 in 2002 and the most destabilised was Iraq 
with an index of 77.88 in 2004. 
 
This thesis also addresses empirical issues, including econometrics methods, 
robustness analysis, sensitivity analysis and simultaneity. Using the new indices and 
the Generalized Method of Moments (GMM) on a panel of 153 countries with data 
collected from 2002 to 2012, this study shows that CDI and CPI have the expected 
impacts on economic growth. The results provide evidence that democracy has a 
positive and robust effect on economic growth. If the democracy level (CDI) rises by 
1%, then economic growth may increase by 0.08%. The negative impact of the CPI 
index on economic growth is estimated to be between 0.16%. In fact, economic 
growth is influenced by political instability more than democracy. 
 
A robustness analysis on different scenarios confirms the validity of the results. It 
appears that “Voice and Accountability” has the largest impact on economic growth 
when compared to other democracy components, while “Freedom in the World” has 
the least impact. To examine the impact of political instability on economic growth, 
the CPI index was divided into the size and longevity of impact. In terms of size 
impact, the Weighted Average of Coups d’état Event (WACE) was the most 
influential factor, reversing the economic trend by 0.2% on average, followed by 
Major Episodes of Political Violence (MEPV), by 0.014% on average. In terms of 
the longevity of impact, Political Stability and Absence of Violence/Terrorism 
 ix 
(PSAV) had a positive effect on growth while the State Fragility Index (SFI) had an 
adverse impact. Thus, in terms of the size of impact, WACE played a major role in 
destabilizing economic growth, while for the longevity of the impact, SFI played the 
major role. 
 
Sensitivity analysis provided further evidence that countries with a high level of 
democracy and low levels of instability were more likely to experience a higher 
economic growth rate than non-democratic countries and/or with politically fragile 
systems. 
 
Results from simultaneity studies confirmed that democracy had a positive impact on 
economic growth and vice versa. This finding applied for different levels of 
democracy around the world. Thus, while improving levels of democracy increases 
economic growth, low levels of democracy will hamper growth. These results 
support the general view of economics and political science that democracy has a 
positive impact on economic growth and vice versa. This study also demonstrated 
that economic growth is adversely affected by political instability and vice versa: 
political instability is negatively influenced by economic growth. 
 
The main contribution of this study to the discipline of cross-country economic 
growth analysis is to urge researchers to consider conceptual and empirical issues 








1.1 Background of the Study 
Economic development is considered a multi-faceted phenomenon and should 
therefore be analysed in terms of economic, social and political factors. Using 
economic growth as the key indicator of economic development has always been a 
major concern for economists and governments when evaluating the performance of 
an economy. For many years, attempts have been made to identify the most 
influential factors and understand how they work so as to promote economic growth 
and subsequently enhance economic development. In this context, finding a 
relationship between political variables and economic growth has emerged as a 
vigorous research field. 
 
The literature shows that democracy and political instability are the most influential 
factors in the political economy of economic growth. A large number of empirical 
studies in this field, focusing mainly on democracy and political instability (and 
mostly based on cross-countries regression analysis), have attempted to identify these 
relationships. In this respect, Kormendi and Meguire (1985) and Barro (1991) can be 
credited as the leading contributors to this approach. Brunetti (1997) has provided an 
extensive review of studies of political systems by introducing five political 
variables: democracy, government stability, political violence, policy volatility and 
subjective perception of politics. Other studies have also confirmed the importance 
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of political variables in affecting economic growth, such as inequality in income and 
land distribution (Alesina & Rodrik 1994), political regimes (Przeworski & Limongi 
1993) and political institutions (Nkurunziza & Bates 2003). Other scholars have 
emphasised the significance of political obstacles to growth – chiefly Acemoglu and 
Robinson (2000a, 2000b, 2000c, 2001, 2006) and Acemoglu et al. (2014). 
 
However, it seems that these studies might have not considered conceptual and 
econometric issues, even though such issues may lead to different empirical results. 
Although democracy has multiple facets – including political, economic and social, 
many researchers have dealt only with the political aspect of democracy in their 
empirical works. Even using the political aspect of democracy has brought different 
results. One example of the variation in results when using the same database is 
Freedom House (2014), which recognised political rights and civil rights as the two 
main attributes of democracy. Many scholars have used one or both attributes 
differently as indices of democracy in their studies. For instance, Kormendi and 
Meguire (1985), Grier and Tullock (1989) and Levine and Renelt (1992) considered 
civil liberties in their models while others like Barro (1989) and De Haan and 
Siermann (1996a,1996b) emphasised political rights. This arbitrary nature of such an 
important variable as democracy, despite appropriate justification, provides different 
results and therefore has distinctive implications for policy. 
 
It seems that many authors started to believe there was an essential need for deeper 
thinking about using relevant variables, with appropriate definitions and 
measurements. According to the literature, Barro was the first scholar who began 
criticising this approach. (Barro 1989) pointed out that “political rights” cannot be 
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the only indicator of democracy in the context of economic growth, and he 
recommended it be replaced with “economic rights”. There are also empirical issues 
that arise, including appropriate econometric methods to deal with simultaneity bias 
and causality. Robustness analysis is also another important issue when validating 
the interpretation of results from previous empirical works. 
 
1.2 Statement of the Problem  
The study of the political economy of development is a much broader subject than 
merely considering possible effects of political variables on economic growth. Most 
empirical works in this field are multidisciplinary and engage with economic history, 
decision theory, political science, law and psychology. Accordingly, the terminology 
and methodology used by researchers tends to be unique to each discipline. 
Consequently, the models employed by scholars, economists or political scientists 
would reveal different assumptions, methodologies and results. For example, the 
common economic perspective is that economic growth can be explained by political 
variables such as democracy and political instability, along with other economic 
factors, while the view of political science is the other way round. In other words, 
democracy and political instability can be treated as independent variables in one 
discipline and at the same time they might be dependent variables in another. The 
main assumption in the context of political economy is that democracy has a positive 
impact on economic growth whilst political instability negatively affects economic 




Reviewing democracy and political instability in the context of political economy 
presents two major issues: one conceptual and the other empirical. The first and 
foremost challenging issue is dealing with concepts and definitions of political 
variables. For instance, the concept of democracy has various aspects such as 
political liberties and popular sovereignty (Bollen 1980), contestation (Coppedge et 
al. 2011), political rights and civil rights (based on Freedom House source), the 
Polity score in Polity IV1 (Marshall & Gurr 2013), competition and participation 
(Vanhanen 2000a, 2000b) and  “Voice and Accountability” in the Worldwide 
Governance Indicators2 (Kaufmann, Kraay & Mastruzzi 2011). However, this 
conceptual issue becomes complicated when we notice that scholars mostly focus on 
one aspect of democracy. While democracy itself is multifaceted and includes 
political, economical and social dimensions, the dominant aspect of democracy that 
has been used extensively in political economic growth models has been the political 
one, and other aspects have not been considered. Measurement issues have therefore 
been substantially affected by conceptual differences,3 which have consequently led 
to different datasets. In addition, most studies in relation to democracy have relied 
purely on the Freedom House data source. Therefore, further research is needed 
using other existing and new databases. In regard to political instability, this variable 
also suffers from conceptualisation and measurement problems. For instance, most 
political instability indices have focused on government (regime) changes, either 
                                                
1 “The Polity Score captures this regime authority spectrum on a 21-point scale ranging from -10 
(hereditary monarchy) to +10 (consolidated democracy). The Polity scores can also be converted 
into regime categories in a suggested three-part categorization of ‘autocracies’ (-10 to -6), 
‘anocracies’ (-5 to +5 and three special values: -66, -77 and -88), and ‘democracies’ (+6 to +10)” 
(see http://www.systemicpeace.org/polityproject.html 
2 Worldwide Governance Indicators (WGI) measure six dimensions of governance for more than 
two hundred countries starting from 1996 (see 
http://info.worldbank.org/governance/wgi/index.aspx#home 
3 For more details, see Table 2.2, Chapter 2. 
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legally or illegally, and they have largely ignored the fact that political instability 
events have two main features per se: longevity and size of impact. Some 
destabilising events such as terrorism may have an impact on economic growth over 
a longer time period, whilst others such as civil war and successful coups may have a 
relatively larger but shorter impact on the economy. Given these issues, the vital 
question in this study is: is it possible to provide a comprehensive indicator for both 
democracy and political instability, in which conceptual problems have been 
adequately addressed? 
 
The empirical issues in political economic growth models comprise econometric 
methods, simultaneity and causality, and robustness analysis. In the context of 
political economy, econometric methods have heavily relied on cross-country panel 
regression analysis and have employed a number of dummy and instrumental 
variables (IV), both at country level (in most studies, discussed in the next chapter) 
and district/household level (Banerjee & Iyer 2005). Issues related to econometric 
methods start with the drawbacks in using the ordinary least squares (OLS) technique 
as the predominant method by scholars. This technique has been widely used, 
particularly in earlier studies and mainly in democracy studies, but it has many 
problems. The difficulties include inconsistent estimates in cross-section analysis 
(mainly through the correlation and endogeneity of independent variables) and 
biased estimates (due to excluding the time invariant component).4 While the OLS 
method cannot determine the direction of causality, instrumental variables may be 
prescribed to depict the direction. Since potential simultaneity will create biased 
estimates in small and large samples (inconsistency), it may be resolved by using 
                                                
4 The time invariant component in economic growth models refers to unobserved country-
specific effects such as technology differences across countries. 
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appropriate predetermined/exogenous variables as instruments. Due the fact that 
there is no statistical test to examine the validity of some instruments such as 
political institutions, some justification and persuasion is required (Adam & Dercon 
2009).   
 
It is common among scholars to put simultaneity and causality issues aside in 
economic growth models when they are attempting to figure out the connections 
between included variables in terms of endogeneity, exogeneity and the direction of 
causation. Very few researchers have so far identified whether the variables in 
political economy growth models are exogenous or endogenous. As will be discussed 
later in the literature review, a large number of investigations have assumed that the 
direction of causation runs from political variables to economic growth, while other 
studies have concluded that causation runs from economic growth to political 
variables. In fact, a bivariate two-way relationship is more likely and most papers 
have not considered this possibility. 
 
Another problem with previous approaches is the robustness of results due to model 
specifications and variation in growth equations. In most cases, the significance and 
sign of variables change with a small change in model specifications. Levine and 
Renelt (1992) have shown that the significance of most variables in cross-national 
growth regressions is sensitive to small changes in specifications and the inclusion of 
explanatory variables. Therefore, it has been suggested that a formal sensitivity test 




To sum up, studies that focus on democracy and political instability in cross-country 
panel regressions have encountered controversial results due to conceptual variation 
and empirical problems. Therefore, it is essential to reconsider the fundamental 
features of democracy and political instability and see what will happen to the 
empirical results when these issues are addressed by using different definitions and 
data sources, as well as appropriate econometric estimation techniques.  
  
1.3 Objectives and Questions of the Study 
The main purpose of this study is to examine conceptual and empirical issues related 
to including democracy and political instability in political economy models of 
economic growth. This study will investigate, in detail, the definitions, attributes and 
concepts of democracy and political instability, as well as the possibility of 
constructing a comprehensive indicator for both in which all aspects and features of 
these two political variables are included. The impacts of these political variables on 
economic growth and their interrelationships will then be investigated through the 
new index.  
 
The main questions are as follows: 
1. Do democracy and political instability indicators adequately include the necessary 
features of political variables? Are they sufficiently comprehensive in order to 
illuminate the nexus between economic growth and political variables? If not, is 
there any possibility of introducing an inclusive index? How much would 
empirical results vary if different datasets were used – for example, Polity IV, 
Vanhanen Dataset and Worldwide Governance Indicators (WGI) or other data 
sources?  
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2. Which model is the most appropriate and robust in these studies and why? 
3. How can empirical issues, mainly simultaneity and causality, be appropriately 
addressed? 
 
As already mentioned, the initial review of literature shows that democracy has many 
dimensions comprising political, economic and social aspects, yet researchers have 
mostly focused on the political aspect. Therefore, the first section of this thesis 
attempts to identify the features and attributes of democracy and political instability 
and then set a broad definition and index for each variable. It will also attempt to 
uncover the reasons for the variations in empirical results obtained by different 
datasets such as Polity IV, Vanhanen Datasets and other data sources. Relying on one 
main dataset only is clearly inadequate for identifying a specific association between 
political variables and economic growth. Therefore, introducing a new index of 
democracy and political instability will help identify the impact of political variables 
on economic growth and analyse their relationships. 
 
The second section of this thesis addresses empirical issues, including appropriate 
models and econometric factors such as simultaneity and endogeneity of variables. 
The aim is to explain why the Generalized Method of Moments (GMM) method is 
more reliable in estimating an economic growth model when compared with previous 
techniques, mainly OLS, when there are a number of time periods and countries 
involved. The reasons for can beaddressed by drawbacks in econometric methods 
like endogeneity of some independent variables, fixed effects, autocorrelation within 
countries and heteroscedasticity. The simultaneity and endogeneity issues between 
political variables and economic growth are also discussed.  
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1.4 Structure of the Study 
This thesis consists of six chapters. Chapter 1 provides an overview of the general 
motivation and framework of the thesis and the specific objectives of the research. 
 
Chapter 2 reviews the fundamental conceptual issues and empirical problems 
associated with analysing democracy and political instability. An initial review of 
existing databases will bring out the main features and attributes of each relevant 
political variable. This will reveal the disparities in definitions used by political 
scientists and consequently led to different databases. Then the empirical issues 
relating to econometric methods, simultaneity and causality will be discussed. 
 
Chapter 3 deals with the conceptual issues discussed in Chapter 2 and constructs 
inclusive indicators for democracy and political instability. These indicators are 
called the Comprehensive Democracy Index (CDI) and Comprehensive Political 
Instability (CPI) index. 
 
Chapters 4 and 5 examine empirical issues. In Chapter 4, the theoretical framework 
of the System Generalized Method of Moments (SYS-GMM) is presented, and it is 
explained why this method is the most suitable for panel data estimation. This 
framework is then used to estimate the proposed model using the new CDI and CPI 
indices. The validity of the estimated model is examined using robustness and 
sensitivity analyses. 
 
Chapter 5 examines the simultaneity issue, namely, the exogeneity or endogeneity of 
democracy and political instability. This chapter then analyses and discusses how 
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this characteristic is fundamental to determining the magnitudes and direction of 
causation between economic growth and political variables from both the economic 
and political science points of view. 
 
Chapter 6 summarises the significant findings obtained from the previous three 
chapters with concluding remarks and some suggestions for future research and 
investigation. 
 
1.5 Contributions and Significance of the Study 
This research will make three major contributions to this important field of study. 
 
First, it is the first inclusive study in which the conceptual problems of democracy 
and political instability have been recognised. According to this study, democracy 
and political instability are not single-faceted. Instead, they are comprised of many 
important aspects that require illumination. The study identifies three aspects of 
democracy in terms of freedom – political freedom, economic freedom and social 
freedom – and accordingly introduces a CDI that takes these aspects into account. 
Likewise, since the impact of events of political instability can be measured in terms 
of longevity and size, a CPI index that allows for these factors has also been 
introduced. These two important indices give a clearer picture of the impact of 
democracy and political instability on economic growth. Instead of relying on a 
single dimension in political variables, which may cause misleading results, it would 
be better to consider more attributes related to the variables. This contribution is 
significant, and it is not limited to the discipline of political economy. This approach 
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will also help policy makers to have a deeper understanding of these concepts and 
the way they impact on economic growth. 
 
Secondly, this thesis investigates the assumption that democracy leads to economic 
growth while political instability hinders it. To examine this the new political 
indices, CDI and CPI, and appropriate econometric technique i.e. GMM method will 
be used,  
 
Finally, this study examines the endogeneity or exogeneity of democracy and 
political instability variables through a simultaneous system of equations and from 















A LITERATURE REVIEW OF POLITICAL ECONOMY  
ON DEMOCRACY AND POLITICAL INSTABILITY  
 
2.1 Introduction 
As mentioned in the previous chapter, a large number of empirical studies have 
attempted to identify a relationship between economic growth and selected political 
variables. Among these political variables, many researchers have paid attention largely 
to democracy and political stability. Most of these studies have been faced with 
conceptual and empirical issues including definitions and the selection of variables, 
simultaneity bias, and a lack of robustness analysis. This chapter aims to identify these 
limitations by addressing the conceptual and empirical problems in democracy and 
political instability. The chapter is organised as follows: section 2.2 examines 
conceptual issues in democracy and political instability; section 2.3 elaborates on 
empirical issues, discussing the drawbacks of empirical models (for example, the 
econometric method, simultaneity and causality); and section 2.4 presents a summary 
and conclusion. 
 
2.2  Conceptual Issues 
Dealing with conceptual aspects of political variables is a challenging task in the 
context of political economy. For example, the concept of democracy can be measured 
by various attributes, including political liberties and popular sovereignty (Bollen 
1980), contestation and inclusiveness (Coppedge et al. 2011), political rights and civil 
rights (Freedom House 2014), Polity IV (Marshall & Gurr 2013), competition and 
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participation (Vanhanen 2000a, 2000b) and  “Voice and Accountability” in Worldwide 
Governance Indicators (Kaufmann, Kraay & Mastruzzi 2011). Empirical results have 
also been affected by methodological and conceptual differences, as well as the issue of 
measurement. The study of political stability encounters similar problems, which will 
be discussed in the same manner. 
 
2.2.1 Democracy 
A vast and critical commentary has been aimed at democracy indices, covering 
aspects such as definitions, accuracy, coding, aggregation, reliability and validity 
tests, coverage and sources (Munck & Verkuilen 2002; Coppedge et al. 2011). In 
particular, attention has been drawn to the variation in results and conclusions based 
on empirical estimation and testing. In fact, two main conclusions can be drawn from 
looking at most empirical studies on democracy-economic growth: first, that 
conceptual variations have been ignored, which has led to substantial variations in 
databases, and second, most empirical estimations rely on one or two datasets. 
   
Munck and Verkuilen (2002) identify three challenges in the methodological 
literature: conceptualisation, measurement and aggregation.  The main reasons for 
diversity of democracy databases have originated from identifying attributes and 
conceptual specifications. Democracy has conceptually been featured by attributes 
and components for all existing datasets. Although most authors define a logical 
structure of concepts for democracy (see table 2.1), most datasets follow their own 
specific attributes and components (see table 2.2). However, Munk and Verkuilen 
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believe that these data sources are mainly based on minimalist definitions – except 
for Freedom House, which uses maximalist definitions.5 
 
                                                
5 In contrast to minimalist definitions, the tendency in maximalist definitions is to include the 
many attributes of a concept’s meaning. 
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Table 2.1: The Logical Structure of Concepts 
Concept Democracy 
Attributes Contestation Participation 
Components of 
attributes 





















One of the early efforts to conceptualise democracy and its measurement is found in 
the work of Bollen (1980), who came up with six political indicators: press freedom, 
group opposition freedom and government sanction (for political liberties); and 
fairness of elections, executive and legislative selection (for popular sovereignty). 
Bollen then constructed a political democracy index, ranging from 0 to 100, based on 
these indicators and calculated for more than 110 countries. However, this study 
included data for just two years, 1960 and 1965, and it was not a reliable source of 
cross-nation analysis. For this reason, the Gastil annual indicators were introduced 
for political rights and civil liberties for most countries (Gastil 1990). Although 
Freedom House has produced Gastil’s indicator since 1972 and it has been the main 
source of data on democracy for four decades, there are other databases in existence 
– for example, Arat’s Index Score of Democraticness (Arat 1991, p. 26 and p. 136), 
Polity IV (Marshall & Gurr 2013) and Vanhanen (2000a; 2000b). An overview of 
most existing datasets is provided in table 2.2. 
 
 
Additional democracy datasets have also been provided for different purposes from 
those above. These include Centripetal Democratic Governance (Gerring, Thacker & 
Moreno 2005), Democracy Time-series Data (Norris 2009) and more recently 







Table 2.2: Overview of Existing Datasets on Democracy a 










Fairness of elections 
Executive selection 
Legislative selection and effectiveness 
Freedom House  
(Gastil 1990) b 




1. Executive elections 
2. Legislative elections 
3. Electoral framework 
Political pluralism and participation: 
4. Party systems 
5. Political opposition and competition 
6. Political choices dominated by powerful groups 
7. Minority voting rights 
Functioning of government:  
8. Corruption 
9. Transparency 
10. Ability of elected officials to govern in practice Ordinal 
Additive, at the level of 
components 
Civil liberties  
(15 components) 
 
Freedom of expression and belief: 
1. Media 
2. Religious 
3. Academic freedoms 
4. Free private discussion 
Associational and organizational rights: 
5. Free assembly 
6. Civic groups 
7. Labor union rights 
Rule of law: 
8. Independent judges and prosecutors 
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Index Attributes Components of Attributes Measurement Levels Aggregation Rule 
9. Due process 
10. Crime and disorder 
11. Legal equality for minority and other groups 
Personal autonomy and individual rights: 
12. Freedom of movement 
13. Business and property rights 
14. Women’s and family rights 





Legislative effectiveness  
Competitiveness of the nomination process Ordinal 
Additive, at the level of 
components; combined 
additive 
and multiplicative, at the 





Coerciveness - Interval 
Coppedge and Reinicke 
(1990) Contestation 
Free and fair elections 
Freedom of organization 
Freedom of expression 
Pluralism in the media 
Ordinal 
Guttman scale 
(hierarchical), at the level of 
components 
 Hadenius (1992) 
Elections 
Suffrage 
Elected offices Interval 
Combined additive and 
multiplicative 
(of weighted scores), at the 
level of components; 
additive, at the level of 
attributes 




Freedom of organization 
Freedom of expression 
Freedom from coercion 
Ordinal 
Alvarez et al. (1996) Contestation  - Nominal Multiplicative, at the level 
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Ordinal with residual 
category None 
Inclusiveness 




- Interval Multiplicative 
Participation 















            a Source: Munck and Verkuilen (2002, p. 10), edited by author. Also see table 2.6 for the scales. 




Now the important question is, which of these datasets is most helpful for a 
democracy-economic growth analysis? The answer lies in table 2.2, where it is clear 
that the main attribute of democracy is freedom. So, if the fundamental core of 
democracy is freedom, then it would be sensible to divide democracy into three 
branches: political freedom, economic freedom and social freedom. However, table 
2.2 also shows that the dominant feature of democracy is political freedom in the 
form of freedom and fairness in political rights and civil liberties characterised by 
some major attributes of freedom such as press and group freedom, free and fair 
selection and so on. Because of dominance of this feature, democracy datasets have 
been designed in the context of political science. Some scholars have criticised this 
approach, arguing that democracy indicators should not be subject to political 
dimension, and other features should be considered. For instance, Barro (1989, pp. 
21-22) stresses that a political rights index has two weaknesses: it is subjective by 
nature and is representative of political rights, not economic rights. 
 
Table 2.3 surveys empirical studies that have used democracy in economic growth 
models. This table shows that most democracy-economic growth studies that have 
been investigated through cross-section regression analysis are based on the Freedom 
House dataset (Gastil Index), implying that very little research is carried out using 
other datasets.  In addition, despite the fact that Freedom House has defined political 
rights and civil rights as the two main attributes of democracy, the table reveals that 
the distinctions between attributes and components have been somewhat arbitrarily 
applied in each study. For instance, Kormendi and Meguire (1985, pp. 154-155), 
Grier and Tullock (1989, pp. 271-273), Levine and Renelt (1992, pp. 948-950) 
considered civil liberties in their model while Barro (1989) and De Haan and 
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Siermann (1996a; 1996b) emphasised political rights. Barro (1989, p. 22) stated that 
his intention to use political rights was ‘a proxy for property rights’: the higher this 
index, the higher the amount of investment and growth. De Haan and Siermann 
(1996b) applied political rights as a proxy for the lack of political freedom. To sum 
up, these disparities in interpretations indicate that there is no consensus among 
studies in evaluating the impact of democracy on economic growth. 
 
As mentioned above, the first three papers are based on civil liberty; however, each 
study uses its own specific interpretation of democracy attributes. Kormendi and 
Meguire (1985, p. 154) try to identify a connection between freedom and economic 
growth, whilst Grier and Tullock (1989, p. 271) use democracy as a proxy for 
political infrastructure (repression) as a dummy for lack of civil liberties .  Levine 
and Renelt (1992, p. 946) chose an index which used the number of revolutions and 
coups as an indicator of political instability. Barro (1991, p. 432) stresses that 
revolutions and assassinations exert an adverse influence on property rights and 
consequently have a negative effect on investment and economic growth.   
 
While the political aspect of democracy has been emphasised in most previous 
democracy-growth studies, the economic and social aspects of democracy have been 
ignored. Since the dominant characteristic of democracy is freedom, it can be defined in 
such a way that it reflects all aspects of freedom including political democracy, 
economic democracy and social democracy. An effective Comprehensive Democracy 
Index (CDI) will therefore include political, economic and social attributes of 
democracy. The next step in this study will be to measure and quantify these attributes 
in order to calculate the CDI, a process that will be discussed in the next chapter. 
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Table 2.3: Empirical Democracy-Economic Growth Studies 
No Study Specification Method Countries & Period Data Sources Finding 
1 Weede (1983) 
Growth=f (GDI, PRIM, SEC, 





(1960 & 1965) 
1. Negative relationship for full sample 
2. No relationship for LDCs only 





Growth=f (GDP, POPGR, stand.dev. real growth, 
stand.dev. money stocks, export, infl, civil 
liberties) 
OLS 
47 countries,  
1950-1977 
Gastil  
(CLD=1when CL=1 or 2and 
CLD=0 otherwise.) 
Positive relationship (only marginally) 
3 Marsh (1988) 
Growth=f (GDP, PRIM, PRIM+SEC, literacy, 
ethno-ling.hetrog., export concentr., FDI, milit. per 
worker, publ.inv, milit.expend., party compt., low 
40% inc.share., gini, civil liberties and political 
rights.) 
OLS 




 (Average of civil liberties and 
average of political rights 
1973-1979) 
No relationship 
4 Scully (1988) 
CAPGWTH=f (CHGKL, POL OPEN, POL 
CLOSED,INDIV RIGHTS, STATE RIGHTS, 
FREE MKT, COMMAND) 
OLS 
115 market economies, 
1960-1980 
Gastil (6 dummies: 
 pol.libet˂2, pol.libert˃5, 
civ.libert <2,civ.libert>5 
econ.libet<2, econ.libet>5) 
1. Positive relationship for each dummy 
2. Negative relationship for all dummies 




Growth=f (GDP, pop.growth, infl., change in infl., 
stand.dev.growth, stand.dev. infl., Gov., OPEC 




89 LDCs, Separate reg. for 
Africa, Asia and 
Americas, 1961-1980 
Gastil (Dummy for lack of 
civil liberties) 
1. Negative relationship for Africa 
2.No relationship for America, Asia  
6 Barro (1989) 
a: Growth = f(per capita GDP (!"), !"#, i/y, school, 
ΔN, $%/!, $'/!, $(/!, $)/!, pol.rights, social. 






 (Average political rights 
1973-1985) 
1. Positive relationship by including or 
excluding dummies for Africa, Latin-
America 







 (Average of civil liberties and 











Gastil (average of polit. 








Growth = f(GDP, inv., pop. growth, SEC, GOV, 
expt, infl., growth domestic credit, revl+ coups, 





Gastil (average civil liberties 
1973 -1989) 
No robust relationship 
10 Helliwell (1994) 
Democracy = f(GDP, average GDP, (SEC- n + g + 




Gastil (linear transf. of poli. 
rights and civl. libert. average 
1976 - and Bollen 1960) 
Non-significant negative effect of income 
on democracy. 
11 
De Haan and 
Siermann (1995) 





Gasiorowski's dataset No robust relationship 
12 
De Haan and 
Siermann 
(1996a) 
Growth = f (population, capital, political instability 




Gastil (2 dummies: 
pol. rights ≥3; otherwise 0, 
pol. rights ≥4; otherwise 0. 
1. No relationship for all countries 
2.Negative relationship for Africa & Latin 
America 




Growth= f (human capital, invest rate, trade share, 
Gini coeff, poli.instab., democ, Govern. Consum, 
black market premuim) 
3SLS, 
sensitivity test 
65 developing countries, 
1970-1989 
Gastil (freedom to elect 
representatives and the 






Growth= f(initial GDP per.cap, inv/GDP, pop., 






1. Positive with democ. 






Growth = f (corruption, democracy, life 
expectancy, government expenditure, pop. growth, 
trade openness, dummy for tropical country) 
 
More than 100 countries, 
1982-1997 
1. Polity IV (2000) 
2. Gastil (Freedom House) 
3. ACLP Dataabse (Alvarez et 
al.) 
1. Positive relationship in Polity IV and 
Freedom House 
2.Negative relationship in the Democracy 












Less democratic countries experience 
more high-frequency growth volatility in 
the medium term 
17 
Patti and Navarra 
(2009) 
Growth= f (Invest, (n+*+g), FDI, democracy, 




Polity IV Positive relationship 
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2.2.2 Political Instability 
In contrast to measures of democracy, measures of political instability have been 
used extensively in cross-nation growth analysis. Nevertheless, the literature shows 
that the measure of political stability measure suffers from similar issues to 
democracy. Although are fewer studies focusing on political instability, problems 
with conceptual complexity, measurement approaches and the method of 
interpretation have all been identified. In one study, four dimensions of political 
stability were proposed: stable government, stable political systems, internal law and 
order, and external stability (Paldam 1998, p. 172). However, most studies focus on 
state stability (Margolis 2010, p. 326). Political stability has also been studied using 
six different measures: lack of violence, lack of structural change, lack of control, 
state functionality, indicators and correlations, and patterns of political behaviors 
(Margolis 2010, p. 327).  
 
Generally, there are two approaches to investigate the concept of instability: 
qualitative and quantitative. These measures are based on either predictive indices or 









Table 2.4: Stability Indices 
Type Quantitative Indices 
Predictive-based a 
• Fuzzy Analysis of Statistical Evidence (FASE-US Army). 
• Integrated Crisis Early Warning System (ICEWS-US Army). 
• Political Instability Task Force (PITF-CIA); formerly known as State Failure Task Force (SFTF). 
Current-based b 
• For Government: Country Indicators for Foreign Policy [CIFP]. 
• For Business: Political Instability Index (PII), Global Political Risk Index (GPRI).  
• For Academia: Index of State Weakness (ISW) and State Fragility Index (SFI). 
•  For Non-profits: Failed States Index (FSI). 
          a See O'Brien (2002; 2010) and Goldstone et al. (2010). 
          b See Carment et al. (2006) and, 
• PII:http://viewswire.eiu.com/site_info.asp?info_name=social_unrest_table&page=noads&rf=0 
• GPRI: http://investkoreasmes.files.wordpress.com/2010/01/gpri.pdf 
• ISW:http://www.brookings.edu/~/media/Research/Files/Reports/2008/2/weak%20states%20index/02_weak_states_index.PDF 
• SFI: http://www.systemicpeace.org/peace.htm 




Political stability, like democracy, faces the two major issues of conceptualisation 
and empirical problems. From a conceptual point of view, economists have largely 
relied on a politics definition based on politics. However, one has to keep in mind 
that the interpretation of this concept in economic literature is different from that 
found in political science literature. In politics, stability has been defined as the 
regularity of the political exchange streams, so any deviation from this line is 
considered to be political instability (Ake 1975, p. 273). However, economics is 
concerned with the longevity of regimes and is not as concerned about the types of 
regimes – for example, democracy or dictatorship. The end result is that most 
empirical works in economics have borrowed this concept of political instability 
from politics with authors using their own interpretations and different indicators.  
 
The three main indications of political instability are: coercive behaviours such as 
assassinations, terrorism, armed attacks, civil wars, civil strife, conflicts, domestic 
violence and strikes; government change, whether regular or irregular, such as illegal 
elections, revolutions and coups; and political protests such as mass arrests, anti-
foreign demonstrations and fractionalisation. Researchers incredibly consider the 
government change approach and then coercive behaviours. For instance, in table 
2.5, Barro (1991) considers revolutions, coups and assassinations to be signs of 
political instability and argues that revolutions and political assassinations have an 
adverse affect on property rights. Therefore, investment and growth will be 
negatively affected by these variables. He also believes that the direction of causality 
runs from economic growth to political stability. Interestingly, in two similar growth-
political instability articles (Alesina et al. 1996; Alesina & Perotti 1996), political 
instability was interpreted using two different approaches. First, it was considered an 
executive instability – constitutional or unconstitutional – and was interpreted as “the 
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propensity of a government collapse” (Alesina et al. 1996, p. 189). These researchers 
proposed that uncertainty about economic decisions mainly resulted from a high 
propensity for the government to change. In the second approach, the focus of 
political instability was on social unrest and political violence indicators. In fact, a 
socio-political instability index was used to identify an inverse relationship between 
growth and political instability through investment (Alesina & Perotti 1996). In a 
study by Fosu (2001, p. 292), successful coups were used as an index of political 
instability (PI). Fosu classified coups as successful coups, abortive coups, and 
officially reported coup plots. Another study (Goldstone et al. 2010) proposed that a 
nonlinear five-category measure of type regime constructed from Polity components 
was the best predictor of political instability, rather than a 21-point Polity scale. In 
addition to civil war (including ethnic and revolutionary wars), they introduced two 
extra types of political instability: adverse regime changes, and genocides and 
politicides (Goldstone et al. 2010, pp. 191-192). Aisen and Veiga (2013, p. 157) 
classified political instability into six indices: Regime Instability Index (1 and 2), 
Within Regime Instability Index (1 and 2) and Violence Index (1 and 2) and then 
considered some indicators for each index. Overall, however, the literature indicates 
that very little research has been carried out on political protests. However, 
Berthélemy et al. (2002) did use qualitative methods to examine how political 
instability in the form of strikes, demonstration, unrest and violence can affect 
economic growth. 
 
It is clear that most growth studies focusing on political instability use the two main 
data sources of Taylor and Jodice (1984) and Banks and Wilson (2013) to construct 
government stability indicators. For political instability, the numbers of regular 
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executive transfers and the number of irregular executive transfers (successful coups) 
have been obtained from the World Handbook of Political and Social Indicators 
(Taylor/Jodice). The Cross-National Time Series Data Archive (CNTS, Banks) has 
focused on coups and government changes. Despite the current dominant datasets for 
regime instability, there are other sources which measure political stability or 
instability, and they have been hardly employed by other researchers. These include 
Political Stability and Absence of Violence/Terrorism (PSAV) provided by 
Worldwide Governance Indicators (WGI), and Polity IV, which provides substantial 
datasets of political instability events such as ‘State Fragility Index and Matrix, 
1995–2012’, ‘Coups d’Etat, 1946–2012’ and ‘Political Instability Task Force, 1955–
2012’. Other datasets include ‘Major Episodes of Political Violence, 1946–2012’ 
(MEPV).6 
 
In summary, what is important for economic growth is political stability over time, 
because any violation of a stable environment threatens market stability and leads to a 
lower economic growth rate. It seems that studies on the effect of political stability on 
growth have focused mostly on government change or regime change. In the context of 
the political economy, however, it would be wise to reintroduce political instability in 
terms of both the size and longevity of the impact on economic growth. This will be 
discussed in more detail in the next chapter.  
 
 
                                                
6  See http://www.systemicpeace.org/inscr/inscr.htm. 
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Table 2.5: Empirical Political Stability-Economic Growth Studies 
No Study Specification Approach Method Countries & Period Data Sources Finding 
1 Barro (1991) 
Growth=f (GDP60, GDP70, 





OLS 98 countries,  1960-1985 Banks Neg. relationship 
2 
Barro and Lee 
(1993) 
Growth = f(GDP, male SEC, 
female SEC, life exp., INV, black 





section time series 
84-94 countries, 
1973-1985 
Gastil (average of 
polit. rights and 
average of civl. 
libert.) and Wood 
Negative with 
revolution and black 
market prem. 
3 
Alesina et al. 
(1996) 
Growth= f (GCHANANGE, 
EDUC, GROWTH-1, 







113 countries,  
1950-1982 
Taylor/Jodice and 




INV= f (SPI, GDP, PPPIDE, PPPI) 






2SLS and 3SLS 71 countries, 1960-1985 
Barro and Wolf 
(1989) [originally 
from BANKS and 




Growth will reduce due 
to negative effect of 






1. Growth= (democracy,D, 
government change,P. economic 
variables,X.) 
2. D= (P, G, X) 




1960-1980 Taylor and Banks 
1.Positive relationship 
with major and minor 
regular government 
change, 
2. Negative relationship 
with irregular 
government change  
6 Fosu (2001) Growth= (PI, l, k, PIk) 
Government 
Change 
OLS, Pooled cross 
section 
31 SSA countries, 
1960-1985 McGowan (1986) 
1. Positive relationship 
with PI 





al. (2002)  
1. Private Investment= f (Growth, 
Instability); 
2. Growth= (Investment) 




Growth will reduce due 
to negative effect of 












Power-ARCH 1896-2000, Argentina Banks (CNTS, 2005) 
1.Neg. relationship with 
informal political 
instability. 






1. IGG= f (GDP, GGR, DEMO, 
INDEP); 
2. RGG= f (GDP, GGR, DEMO, 








Growth= f (lagged GDP Growth, 
Regime instability, Mass civil 
protest, Within instability, 
Politically motivated violence, 







1974-2003 Banks (CNTS, 2003) 
Negative effect of 
regime instability on 
economic growth 
11 Cebula (2011) Growth= f(FREEDOM, POLSTAB, ECON) 
Coercive 
Behaviors 




World Bank (WGI, 
2009) 










OLS and Fixed 
Effect 




2005) COWa data 





Growth= f (economic variables, 
prim.schl. enroll, Regime Instability 






CNTS (Banks, 2009), 
Polity IV,State 
Failure Task Force 
(SFTF), Gwartney 
and Lawson (2009) 
Neg. relationship on 
GDP growth 
a http://www.correlatesofwar.org/  and  http://www.cow.psu.edu 
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2.3 Empirical Issues 
Studies of political instability and economic growth are mainly based on cross-section 
regression analysis. Most of these studies try to find a link between economic growth 
and selected political variables. From an empirical perspective, however, these attempts 
lead to a very large variation in results. This variation reflects differences in the choice 
of dataset, research design and selection of variables. For example, due to the 
subjective evaluation of political circumstances, the variable of political instability 
has been used as an instrumental or dummy in most cases. In fact, the objective 
measure has no clear place in these studies. Other issues such as causality and 
robustness analysis are also important in the analysis of economic growth, but these too 
have been considered in only a few studies. To answer the question as to why empirical 
results have considerable disparities, one has to consider conceptual and technical 
issues. The following subsections discuss the main issues affecting empirical results in 
more detail in the next section. 
 
2.3.1 Data and Econometric Method 
The primary reason for variation in empirical results seems to be the use of different 
datasets (which have their origins in different concepts) and the researchers’ selection 
and interpretation of political variables. For instance, in one article, Alesina et al. 
(1996) define executive instability as political instability and therefore use the 
Taylor/Jodice dataset. In another study, Alesina and Perotti (1996) consider social 
unrest as political instability and therefore use Barro/Wolf as their main data source. 
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Table 2.3 shows how the selection of a dataset for democracy has gradually changed 
from the oldest dataset (Gastil, Freedom House) to the newest (Polity IV) in more 
recent studies. However, for political instability (table 2.5), the dominant data source 
continues to be that of Banks (CNTS). 
 
Table 2.6 depicts the main features of the most frequently used datasets in empirical 
studies. As can be seen from tables 2.3, 2.4 and 2.5, some studies used the data from 
these sources, while other researchers constructed their own specific datasets and 
indices. In addition, there are innovative and informative datasets that have not been 
considered in empirical studies. For instance, an interesting characteristic of WGI is its 
objective approach, which captures governance perceptions via survey respondents 
and experts’ views from around the world. In fact, it helps to use quantified measure 
as a ratio scale variable rather than using instrumental or dummy variables. 
Therefore, six indicators have been constructed to measure governance performance, 
ranging from -2.5 (weak) to +2.5 (strong). 
 
In terms of econometric methods, tables 2.3 and 2.5 reveal that the estimation technique 
used most often was Ordinary Least Squares (OLS), especially in studies relating to 
democracy. However, recent findings show that this method suffers from shortcomings. 
Its estimates are inconsistent (asymptotically biased) in cross-section analysis, 
mainly due to the correlation and endogeneity of independent variables, and biased 
estimates that exclude its time invariant component (that is, unobserved country-
specific effects such as technology differences across countries).7 Another drawback 
is that OLS cannot determine the direction of causality; hence, instrumental variables 
                                                
7 For more details, see Chapter four, section 4.2. 
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need to be prescribed to depict the direction. In addition, potential simultaneity will 
create biased estimates in small and large samples (inconsistency), which may 
usually be resolved by using appropriate predetermined/exogenous variables as 
instruments. It is evident that in some studies, there is no statistical test to examine 
the validity of instruments,8 so some justification and persuasion is required (Adam 
& Dercon 2009). As a result, Generalized Method of Moments (GMM) will be used 
to resolve some of these drawbacks and shortcomings in cross-regression analysis. 











                                                
8 For instance, political institutions as a dummy in economic growth models. See Acemoglu and 
Johnson (2005). 
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Table 2.6: The Datasets and Indices for Democracy and Political Instability 
No Dataset Measurement Features Democracy 
Political 
Instability  
1 Gastil (Freedom House) 
Uses 3 rating systems: 1. Degree of Freedom: using score level (0-4); 2. Freedom Rating: ranged from 1 to 7; 3. Country’s status 
of free: Free (1.0 to 2.5), Partly Free (3.0 to 5.0), or Not Free (5.5 to 7.0). From 1972-present. 
*  
2 Politiy IV 
Polity Score (1800–2012) is based on a 21-point scale ranging from -10 (hereditary monarchy) to +10 (consolidated democracy). 
Three categories are recommended as "autocracies" (-10 to -6), "anocracies" (-5 to +5), and "democracies" (+6 to +10). 
*  
3 Banks (CNTS) It is an international and national country database including political instability variables from 1815 to the present.  * 
4 Taylor et al. 
The World Handbook of Political and Social Indicators III: 1948-1982 includes political, economic, and social data and rates of 
change for 155 countries. There are four dataset files comprising Aggregate Data, Daily Event Data, Annual Event Data and 
Quarterly Event Data. 
 * 
5 Gasiorowski 
It is known as Political Regime Change Dataset and classified 97 countries into three categories: democratic, semi-democratic and 
authoritarian. From date of independence to 1992. 
*  
6 ACLP database 
Democracy index is defined as a dichotomous variable (either democratic or non democratic) and as a further check on the 
robustness of the results. Countries are rated democratic if the chief executive and the legislature is elected; and if more than one 









African Economic Outlook 
(AEO) 
It is based on qualitative data from weekly newspaper, Marchés Tropicaux et Méditerranéens. According to researcher approach, 
Political instability Index can be driven from these qualitative information. AEO produces three indicators; “Public protest”, 
“Softening of the Regime” and “Hardening of the Regime”. The data available for 1996-2012. 
 * 
9 The Correlates of War (COW)  
Starts from 1816 to present and includes international politics attributes, especially inter and intra war data and Militarized 
Interstate Dispute (MID) data. 
 * 
10 Polyarchy Data (Vanhanen) The dataset contains Democracy (Vanhanen) Index and has been measured from 1810 to 2000. *  
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2.3.2 Simultaneity and Causality 
Most empirical research on economic growth and political variables has dealt with the 
existence of correlation, not causality. The majority of econometric results have only 
examined the correlation between these variables. From an econometric point of view, 
“A” is the cause of “B” if “A” happens before “B” (Granger causality). In other words, 
future events cannot be considered as the cause of past events, or the past cannot be 
predicted by the future. Since most political events (to be exact, democracy and political 
instability) seem to appear in a country when economic growth has already taken place, 
some investigations assume the direction of causation runs from economic growth to 
political variables. However, other studies conceptualize a kind of causation that runs 
from political variables to political variables. In fact, a bivariate two-way relationship is 
plausible, and most papers have not taken this possibility into account. It is notable that 
OLS have been widely used in the literature and have clearly relied on the a priori 
assumed direction of causality. 
  
By using linear recursive causality models, Pourgerami (1988) examined the 
causality relationships between development–democracy and democracy–growth. He 
found that democracy causes economic growth through both direct and indirect 
positive casual associations.  The indirect effect acted through two other variables: 
labour9 and welfare.10 In contrast, Helliwell (1994) examined feedback linkages 
between economic growth and democracy, and found that income had a robust and 
positive effect on democracy. However, the reverse effect becomes insignificant (and 
negative) in simultaneous equations when using Bollen’s Index as an instrument. 
                                                
9 Union membership as a percentage of the labor force. 
10 Expenditure on housing, amenities, social security and welfare as a percentage of total public 
expenditure. 
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Consequently, no significant net effect of democracy on growth can be seen due to 
weak positive effect (by combining negative direct effect and positive indirect 
effect).  
 
By adopting a simultaneous approach and employing the 3SLS method, Feng (1997) 
showed that political stability (major regular government change) had an indirect 
effect on growth, which had been induced by democracy. In order to clarify the 
concept of political stability, Feng classified government change into three groups: 
irregular government change (regime change), minor regular government change 
(intergovernmental change) and major regular government change (intra-
governmental change). He concluded that democracy improved economic growth by 
stimulating major regular government change and hindering irregular government 
change. In fact, on the one hand, democracy has a positive effect on major regular 
government change and a negative effect on regime change, and on the other hand, 
major regular government change has a positive influence on growth and an adverse 
affect on regime change. 
  
Using the direct Granger causal approach, Heo and Tan (2001) concluded that the 
causality between democracy and economic growth was two-way. They also 
emphasized looking beyond the “simple operationalization of democracy” to the role 
of other factors such as geophysical, international and domestic institutional factors. 
Tavares and Wacziarg (2001) argued that democracy causes growth through the 
channel of human capital – a positive, indirect effect. However, democracy inhibited 
growth by lowering the physical rate of capital accumulation. Overall, the findings 
suggested that the total effect of democracy on growth was relatively negative. 
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Interestingly, another investigation by Narayan, Narayan and Smyth (2011) produced 
evidence in both directions – that is, running from the real GDP to democracy and 
vice versa. This study used the Freedom House dataset for thirty Sub-Saharan 
African countries. In the long run, Narayan concluded, 
• Real GDP Granger causes democracy (positive association) in some 
countries. 
• Democracy Granger causes real GDP (positive association) in some 
countries. 
• Democracy Granger causes real GDP (negative association) in some 
countries. 
The studies on the effects of political stability also contain paradoxical findings: it is 
sometimes recognised as a cause of slow economic growth and sometimes as a result 
of it (Feng 1997).  In Haan and Siermann’s study (1996b), the causality ran from 
political instability and repression to economic growth. However, the authors 
believed it was possible for causality to run in the other direction and concluded that 
further research needed to be done on the robustness of their findings. Gasiorowski 
(1999) found that the causality ran from political instability to economic growth. 
Using four instability measures, he showed that while peaceful unrest caused a 
decline in growth, low economic growth may or may not cause unrest and instability. 
Although the variables of violent unrest, coups d’état and changes of government 
lowered economic growth, the direction of causality direction was not clear. 
Gyimah-Brempong and Traynor (1999, p. 29) found a “bi-directional causal 
relationship between political instability and economic growth” using simultaneous 
equations. They found that political instability both directly and indirectly influenced 
growth (through reduced capital formation). Fosu (2002) assumed that political 
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instability caused growth. Although he believed that the reverse causation was 
plausible and needed to be examined by a formal test, he rejected the possibility of 
the case.  By using sensitivity analysis, Gurgul and Lach (2013) also found that the 
direction of causality ran only from political instability (considered by government 
change) to growth. In fact, the issue of causality – whether direct or indirect – has 
been classified into three strands: one-way causality, either from political instability 
to growth or vice versa; reverse causation; and no causation – that is, there is no 
evidence of causality between political instability and economic growth. 
 
To address the problem of simultaneity in the economic growth model, Alesina et al. 
(1996) used a simultaneous equation approach to overcome the endogeneity of 
government change and economic performance. In the structural equation system, 
the exogenous variables, !" (determining government change) and !# (for economic 
growth only), were used as instrumental variables for instability and growth 
respectively. In fact, studies confirm that political instability and democracy should 
be considered as endogenous variables due to simultaneity bias. Gupta, Madhavan 
and Blee (1998) introduced five equations in a simultaneous framework to examine 
the relationship between economic growth, income distribution, democracy (political 
regime), political instability and investment. By using instrumental variables, they 
attempted to correct simultaneity bias. Their cross-section data was based on three 
seven-periods from 1965 to 1986, and was collected for 120 countries. The results 
show that the relationship between economic growth, income distribution and regime 
type is complex. In fact, the estimated results indicate that economic growth provides 
better conditions for economic growth in the long run. 
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Jong-A-Pin (2009) argued that measurement error occurs when considering political 
instability as a single dimension. Ignoring its multidimensionality is the main reason 
for this problem in most political instability-growth analyses. Studies which focus on 
a single-dimension index have used different approaches, such as Discriminant 
Analysis (Gupta 1990), Principal Component Analysis (Perotti 1996) and Logit 
Analysis (Alesina et al. 1996). 
 
In sum, it seems that studies into simultaneity and causality are highly affected by 
the number of observations, selected variables and model specifications, which leads 
to inconsistent results. Although many authors confirm the necessity of doing a 
formal test for casualty direction, the majority have not used a formal test and relied 
on certain justifications to interpret their results. (See, inter alia, Miljkovic & Rimal 
2008; Fosu 2002). 
 
2.3.3 Robustness 
Another important issue in this area of research relates to the robustness of econometric 
results when different growth equation specifications are used. Robustness refers to the 
validity of a model and how sensitive its results are to changes in variables and 
specifications. In most cases, researchers do not clarify the significance and sign of 
variables when these changes are examined, and consequently the results appear to be 
unreliable. Therefore, it is vital to have some diagnostic tools that are able to examine 
the robustness of a model and make sure its specifications are correct, thereby 
guaranteeing a low bias in testing assumptions and true estimated parameters. 
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Levin and Renelt (1992) showed that the statistical significance of most variables in 
cross-national growth regressions was sensitive to small changes in model 
specifications, particularly the inclusion of right-hand-side variables. They suggested 
that a formal sensitivity test was required to control the reliability of variation in a 
specified model. Although a number of studies stress the importance of robustness 
checks, very little literature actually exists on the testing of the validity of results. This 
is despite the fact that some measures exist, such as the Wald test and White robust 
(which measures the robustness of heteroskedasticity for standard errors). Table 2.7 
outlines two methods for testing the robustness of results: 
1. Robustness or Sensitivity Analysis: This is a general method used to test the 
validity of a model. It applies alternative estimation methods and changes the 
sample coverage through the inclusion or exclusion of variables. 
2. Extreme Bounds Analysis (EBA): The simple idea behind this method is to find 
out which independent variables are robustly associated with the dependent 
variable across a large number of model regressions. This approach was 
originally proposed by Leamer (1985) and modified by Sala-i-Martin (1997) 
into a more flexible version. In Leamer’s method, the EBA focuses on lower 
and upper extreme bounds of regression estimates, while Sala-i-Martin’s 
approach deals with the entire distribution of regression coefficients. 
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Table 2.7: Robustness Analysis in Democracy and Political Instability 
No Study Method a Comments 
1 Weede (1983) - 
Model is robust over different equations and time points by using Bollen’s 1960 values instead of 1965 values for political 
democracy. 
2 Levine and Renelt (1992) EBA (Extreme Bounds Analysis) 
The robustness of estimated coefficients is tested concluding that political stability (REVC: revolutions & coups) and 
macroeconomic indicators are not robustly correlated with economic growth. In fact they are “fragile” not” robust”. 
3 De Haan and Siermann (1995) 
Sensitivity analysis based on 
EBA approach 
No robustness between democracy (political and civil rights) and economic growth exist. In fact both the direct and indirect 
effects of democracy on growth are not robust. 
4 De Haan and Siermann (1996a) 
Sensitivity analysis based on 
EBA approach 
They conclude no robust between democracy (four classified democracy) and economic growth. Also both the direct and indirect 
effects of democracy on growth are not robust. 
5 Easterly and Levine (1997) Sensitivity Checks 
The results are robust indicating that political instability (political assassinations) has negative impact on Africa’s growth. The 
result has been valid even by changing and testing other nine PI indicators. 
6 Tavares and Wacziarg (2001) Sensitivity Analysis 
The results are robust through model specification, estimation method and sample coverage: 
1. Sensitivity to the specification of system equations through empirical specification search, time and regions effects, 
excluding per capita income from the channel equations, and SUR estimates. 
2. Sensitivity to sample coverage through geographic and time coverage. 
7 Plumper and Martin (2003) - The robust results are revealed by regional dummies inclusion for East Asian countries and different political constraints. 
8 
Drury, Krieckhaus and Lusztig 
(2006) 
- 
The robustness of the results has been tested via Index of Democracy (ALCP). It is also examined through other six control 
variables for cross-sectional time series analysis. 
9 
Narayan, Narayan and Smyth 
(2011) 
- 
The robustness of the results has been checked through fully modified ordinary least squares (Phillips and Hansen, 1990), 
Dynamic OLS (Stock and Watson, 1993) and Engle and Granger (1987) OLS. 
10 Alesina et al. (1996) Sensitivity Analysis 
The political instability has negative effect on economic growth. The robustness of this result has been examined quantitatively 
and qualitatively through changes in model specification; i.e. by adding some variables and removing a few numbers of 
countries. 
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No Study Method a Comments 
11 Jong-A-Pin (2009) Robustness Analysis The results are robust through model specification and sample coverage; excluding variables and changing time spans. 
12 Goldstone et al. (2010) - The robustness of results has been checked via different regions, datasets and variables. 
13 
Campos, Karanasos and Tan 
(2012) 
- 
Inclusions structural break dummies, intercept dummies, using alternative GDP growth series and specifying lagged values 
of the informal instability measures were means of robustness check in this study. 
14 
Polachek and Sevastianova 
(2012) 
Robustness Checks 
This has been done through 5 different ways: data from 2000, inter- and intra-state war data, the effect of wars in terms of 
time duration from 1 to 30 years, region, polity, and country income classification and finally using an alternative statistical 
model specification. 
15 Aisen and Veiga (2013) - The robustness of results is checked via institutional variables, restricted samples or alternative period lengths. 







2.4 Summary and Conclusion 
This chapter has attempted to review the conceptual and empirical issues identified in 
political-economic growth studies literature. It is obvious that there is no consensus in 
the empirical results due to disparities in concepts and methodologies. Due to a 
variation in concepts and perceptions of democracy and political instability, different 
datasets have been established.  
 
The literature reveals that the dominant feature of democracy is political freedom – 
that is, freedom and fairness in political rights and civil liberties – which has been 
characterised by some major attributes of freedom such as press and group freedom, 
and free and fair selection. In fact, democracy datasets have been designed in the 
context of political science. As the political aspect of democracy has been the focus of 
most studies, it will be very useful to conduct a comprehensive democracy index (CDI) 
to take into account all dimensions of democracy – political, economic and social.  
 
There are three factors that can be used to identify political instability: coercive 
behaviours, government change, and political protests. Researchers usually focus on 
the first two factors, particularly government change. In light of this, political 
instability needs to be considered in terms of the longevity and size of its impact in 
order to fully appreciate its effect on economic growth. This study will therefore 




The literature also shows that while the majority of studies have relied on one or two 
mainstream concepts of democracy (e.g. Freedom House) and political instability (e.g. 
Taylor and Banks), other sources such as WGI have been less commonly used. 
 
In regard to empirical issues, most studies have mainly encountered problems with 
econometric methodology, including misspecification, simultaneity bias and robustness 
issues. These studies largely relied on the OLS technique, the dominant estimation 
method in most empirical works. This technique suffers from inconsistency (i.e. it is 
asymptotically biased) in cross-section analysis, mainly due to the correlation and 
endogeneity of independent variables, and provides biased estimates due to its 
exclusion of the time invariant component. Another drawback is that the direction of 
causality is not clear; hence, instrumental variables may be prescribed to depict the 
causation direction. In addition, potential simultaneity will create biased estimates in 
small and large samples (inconsistency), which may usually resolve by using 
appropriate predetermined/exogenous variables as instruments. 
 
The next chapter will deal with the conceptual issues in democracy and political 











The previous chapter highlighted the importance of the conceptual issues of 
democracy and political instability. As discussed in the literature review, it is evident 
that the political aspect of democracy is dominant in most empirical studies. Other 
features of democracy such as economic and social aspects have been neglected. A 
conceptually comprehensive dataset of democracy and political instability will 
therefore help to indicate how long-term economic growth can be achieved. These 
aspects can be traced by a number of factors in the politico-economic system, 
freedom and stability seem to be the two main factors needed to achieve economic 
growth. The central characteristic of democracy is freedom of choice, and its vital 
economic role is to help market forces freely allocate resources, products and 
services. Therefore, a comprehensive indicator for democracy will need to include 
the characteristics of political, economic and social freedoms. 
 
Likewise, studies of political stability have focused mainly on political events with 
an emphasis on government change. However, they have failed to notice that 
stability in the economic environment is important for long-term economic growth. 
Any regime needs some level of stability if economic activities are to run freely. 
Therefore, any violation of this principle could be disruptive and harmful to 
economic growth. Hence, a comprehensive indicator for political instability needs to 
represent two key characteristics of political variables: longevity and size of impact. 
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Longevity, also called duration impact, refers to the length of the period of instability 
period, while size impact refers to the extent and strength of impacts from political 
events. These attributes will be developed later in this chapter. 
 
In order to calculate the CDI and CPI measures11, annual data for 153 countries for 
the period 2002 to 2012 was collected. The data for some components of CDI and 
CPI were not available, so this time span was chosen to ensure consistency among all 
variables and indicators12. The source of economic data was the World Bank’s World 
Development Indicators (WDI).13 The sources of political data were WGI14 (Voice 
and Accountability, and Political Stability and Absence of Violence/Terrorism), The 
Wall Street Journal, The Heritage Foundation (Index of Economic Freedom),15 
Freedom House (Freedom in the World)16 and the Integrated Network for Social 
Conflict Research17 (Coups d’état Events, Major Episodes of Political Violence and 
State Fragility Index). calculate 
 
The rest of chapter is organised as follows: section 3.2 constructs the new inclusive 
democracy indicator (CDI), section 3.3 derives a comprehensive indicator for 
political instability, CPI and section 3.4 concludes the discussion. 
                                                
11 The methodology and the measurement of CDI and CPI are originally based on Human 





12 The measurement of CDI and CPI indices should not be restricted to 2002-2012 period. It 
is certainly required to be calculated for years after 2012. In future studies one can compute 
these two indicators for 2013-2018 to examine the validity of results in chapters 4 and 5. 
13 See http://databank.worldbank.org/data/home.aspx. 
14 See http://info.worldbank.org/governance/wgi/index.aspx#home. 
15 See www.heritage.org/index/. 
16 See www.freedomhouse.org/report-types/freedom-world#.VCuKhxYauqk. 
17 See http://www.systemicpeace.org/inscrdata.html. 
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3.2 Comprehensive Democracy Index (CDI) 
Chapter 2 discussed how democracy is not a single dimension but rather a 
multifaceted phenomenon. Given that the main component of democracy is freedom, 
the CDI includes political freedom, economic freedom and social freedom. Table 3.1 
elaborates on these three aspects of democracy and their components, and lists the 
three indexes selected to measure them: Voice and Accountability (VA), Index of 
Economic Freedom (IEF), and Freedom in the World (FIW). 
 
The first index, VA, is considered to be a fully illustrative indicator of political and 
social freedom of democracy, and it is based on the representative sources of WGI. It 
captures political and social freedom by measuring people’s participation in 
“selecting their government, as well as freedom of expression, freedom of 
association, and a free media” (Kaufmann, Kraay & Mastruzzi 2011, p. 223). This 
index ranges from -2.5 (weak VA freedom) to 2.5 (strong), providing an indication 
of governance performance. 
 
The second index, IEF, includes the ranges 80–100 (free), 70.0–79.9 (mostly free), 
60.0–69.9 (moderately free), 50.0–59.9 (mostly unfree), and 0–49.9 (repressed). It 
covers ten types of freedom classified within four categories:18 
1. Rule of Law (property rights, freedom from corruption) 
2. Limited Government (fiscal freedom, government spending) 
3. Regulatory Efficiency (business freedom, labour freedom, monetary freedom) 
4. Open Markets (trade freedom, investment freedom, financial freedom). 
 
                                                
18 See http://www.heritage.org/index/about. 
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The third index, FIW, provided by Freedom House, is also a combined index of 
political rights and civil rights, scaling from 1 (most free) to 7 (least free). In this 
study, the average score for political and civil rights will be counted. We would 
expect economic growth be positively related to VA and IEF, and negatively related 
to FIW. 
 
To calculate CDI as a composite indicator, the FIW index needs to be rescaled from 
1 (least free) to 7 (most free) to ensure consistency among the three indicators. The 
VA indicator was rescaled to 1 (lowest) and 6 (highest) to avoid the negative sign 
affecting the CDI. After normalizing all indicators between 0 and 100, the CDI was 
calculated as the geometric mean of the three dimension indices:19 
 
!"# = (&#'





This indicator was computed for all 153 countries for the time period 2002–2012. 
The calculations revealed that out of 1661 observations, the lowest democracy level 
was 13.12 for Iraq in 2002 and the highest was 93.27 for New Zealand in 2005.20 
 
                                                
19 Important factors in having an appropriate index of democracy, CDI, are the choice of 
variables and functional forms. The choice of variables has been discussed as above 
mentioned. For specific form of this function, the arithmetic formula is used due to 
sensitivity of results to the choice of normalization. The CDI formula employs three 
normalised indicators, and the cubed degree has been used. Equal weights were decided as 
there is no priori rationale for giving a higher weight to one choice than to another. The same 
argument is true for CPI index. 
20 See Appendix 1. 
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                      a The components of CDI have been selected based on the table 2.2 of chapter2. 
 
 
Aspects Components of Aspects Variables/Index 
Political Freedom 
(Political rights) 
Freedom of elections in executive elections legislative elections; meaningful elections 
(openness, fairness, and effectiveness); suffrage; elected offices; electoral framework; 
freedom of group opposition; freedom from coercion; party systems; political opposition 
and competition; political choices dominated by powerful groups; minority voting rights; 
corruption; transparency; ability of elected officials to govern in practice. 
• Voice and Accountability (VA) 
• Index of Economic Freedom (IEF) 
• Freedom in the World (FIW) 
Economic 
Freedom 
Freedom from corruption; fiscal freedom; business freedom; labor freedom; monetary 
freedom; trade freedom; investment freedom; financial freedom; property rights; 
government spending. 
Social Freedom 
Freedom of expression and belief: media, religious, academic freedoms, and free private 
discussion. 
Associational and organizational rights: free assembly, civic groups, and labor union 
rights. 
Rule of law: independent judges and prosecutors, due process, crime and disorder, legal 
equality for minority and other groups 
Personal autonomy and individual rights: freedom of movement, business and property 
rights, women’s and family rights, freedom from economic exploitation. 
 50 
3.3 Comprehensive Political Instability (CPI) Index 
Studies on political stability and growth have mostly focused on government or 
regime change and have overlooked the ultimate intention of political stability in the 
context of economic growth. It would be much more convincing if the concept of 
political stability incorporated the longevity and size of its impact on economic 
growth. The principle behind this is that stability in economic growth is defined as 
the steadiness and strength of government–society relations. Presumably, any 
internal or external factors that reduce steadiness can be considered to be an 
instability variable.  
 
The CPI therefore needs to capture the longevity and size of impact of destabilising 
political events. To do so, it must satisfy two conditions. First, an appropriate 
political event should be selected to indicate instability in a country. Second, the 
weight given to this political event would be proportional to its impact in terms of 
size and/or longevity. Four indicators were therefore selected to represent the 
longevity and size of impacts on economic growth: Weighted Average of Coups 
d’état Event (WACE), Major Episodes of Political Violence (MEPV), Political 
Stability and Absence of Violence/Terrorism (PSAV) and State Fragility Index 
(SFI). The indicators WACE and MEPV measure the size impacts of political 
instability on economic growth, while PSAV and SFI deal with longevity impacts. 
 
The nine components of WACE are shown in table 3.2. They describe substantial 
changes in executive leadership through different types of coups. As can be seen 
from the table, the coups d’état21 database has more weight assigned to successful 
                                                
21 See http://www.systemicpeace.org/inscrdata.html. 
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coups, oustings of leadership and assassinations. The WACE, which ranges from 0 









where &' refers to the component and (' denotes the weight of each component. 
 
        Table 3.2: The Components of Weighted Average of Coups d’état Event 
No Component Weight 
1 SCOUP1: Number of successful coups d’état 5 
2 ATCOUP2: Number of attempted (but ultimately unsuccessful) coups d’état 2 
3 PCOUP3: Number of (thwarted) coup plots reported by government 1 
4 APCOUP4: Number of alleged coup plots announced by government 1 
5 AGCOUP: Indicator of the occurrence Auto-Coup 2 
6 FOROUTEX: Ouster of Leadership by Foreign Forces 4 
7 REBOUTEX: Ouster of Leadership by Rebel Forces 4 
8 ASSASSEX: Assassination of Executive 3 
9 




The indicator MEPV focuses on episodes where there have been over 500 deaths 
recorded as an outcome of fatal violence by organised groups. It is the sum of all 
major societal and interstate (across countries) episodes of political conflicts. These 
episodes include events of international violence, civil violence, international war, 
civil war, ethnic violence, ethnic war and international independence war. The 
MEPV is based on an eleven-point scale ranging from 1 (lowest) to 10 (highest), 
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with 0 indicating there is no episode of political violence. The higher the MEPV, the 
more instability may exist. 
 
The PSAV, which is provided by WGI, measures the likelihood of governments 
being destabilized or overthrown through unconstitutional and violent means. This 
indicator scales like VA, from -2.5 (weak) to +2.5 (strong). 
 
 
Finally, the SFI scores each country based on effectiveness and legitimacy in four 
dimensions: security, political, economic and social. The index shows the “state 
capacity” in managing conflicts, implementing public policy and delivering essential 
services, as well as “systemic resilience” in preserving the political system.22 It 
combines eight indicators ranging from 0 (no fragility) to 24 (extreme fragility).  
 
The PSAV measure seems to detect a positive effect on economic growth, while all 
other political instability variables, including WACE, MEPV and SFI, seem to detect 
adverse influences on economic growth (and therefore the negative sign is expected 
for the coefficients). 
 
To calculate the CPI, consistency is required across all these indicators. The PSAV 
should therefore be rescaled like CDI, and all four indicators normalised to between 0 
and 100. The CPI index can then be calculated as:23 
 
                                                
22 For more details see: http://www.systemicpeace.org/inscrdata.html. 
23 Since the CPI formula employs four normalised indicators, the fourth degree has been applied 
to the formula. 
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The composite indicator CDI been produced for the same 153 countries for the time 
period 2002–2012. Out of 1692 observations, the most stabilised country was 
Finland with an index of 0.00 in 2002, while the most destabilized was Iraq with an 
index of 77.88 in 2004.24 
 
3.4 Conclusion 
The CDI and CPI indices were constructed to resolve some critical conceptual issues 
around democracy and political instability that were identified in the literature 
review. These new indices make three important contributions. First, they are an 
important step in recognising the importance of political and economic variables in 
building a broad picture of democracy and political instability. Second, the empirical 
findings reported in chapter 2 [is this what you meant?] could be different when 
these concepts are studied using these new indices. For example, whilst India is 
expected to get a high score in democracy, its ranking is only at a moderate level.  
Third, these new indicators may provide the answers to some questions. For 
example, why a democratic country like India suffers from a lack of economic 
growth, while a communist nation like China has been experiencing sustained high 
economic growth. Close examination of the data in appendices 1 and 2 reveals that in 
in the period 2002–2012, India had a moderate CDI rank in democracy but its CPI 
rank indicated that it was not successful in stabilising its political status. On the other 
hand, China received a very low CDI rank yet had a moderately stable political 
system. Measuring the direct and indirect effects of CDI and CPI on economic 
                                                
24 See Appendix 2. 
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growth may shed some light on this paradox.25 Before doing so, the next chapter will 
examine the general impacts of democracy and political instability on economic 
growth by using these new indices to analyze the magnitude of these impacts as well 
as the interactions between them. 
 
 
                                                
25 This issue is discussed in Chapter 5.  
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APPENDIX1 
Comprehensive Democracy Index (2002) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 91.86 51 El Salvador 70.79 101 Malaysia 49.98 
2 Switzerland 90.68 52 Mongolia 70.74 102 Ukraine 49.70 
3 Finland 90.57 53 Thailand 70.65 103 Nepal 49.68 
4 Canada 90.26 54 Dominican Republic 70.32 104 Bosnia-Herzegovina 49.45 
5 Netherlands 90.11 55 Trinidad & Tobago 69.74 105 Djibouti 49.32 
6 Luxembourg 90.05 56 Romania 69.49 106 Morocco 49.24 
7 Australia 90.04 57 Brazil 69.00 107 Oman 49.24 
8 Denmark 89.75 58 Namibia 68.88 108 Qatar 48.41 
9 United States 89.74 59 Singapore 68.54 109 Uganda 48.29 
10 Iceland 89.69 60 Peru 68.24 110 Central African Republic 47.17 
11 Ireland 89.58 61 Mali 67.97 111 Cambodia 47.12 
12 Sweden 89.41 62 Bolivia 67.90 112 Nigeria 46.82 
13 United Kingdom 89.15 63 Senegal 67.81 113 Tunisia 46.27 
14 Norway 88.54 64 Philippines 67.07 114 Algeria 46.01 
15 Barbados 88.52 65 India 66.35 115 Saudi Arabia 45.54 
16 Germany 88.38 66 Argentina 65.70 116 Swaziland 45.48 
17 Belgium 87.59 67 Benin 65.32 117 Lebanon 45.47 
18 Bahamas 87.25 68 Ghana 64.98 118 Russia 45.07 
19 Spain 86.85 69 Lesotho 63.35 119 Mauritania 44.35 
20 Austria 86.82 70 Nicaragua 62.54 120 Guinea-Bissau 43.52 
21 Cyprus 86.78 71 Albania 61.61 121 Pakistan 42.71 
22 Portugal 86.47 72 Honduras 61.23 122 Cote d'Ivoire 42.33 
23 Uruguay 84.95 73 Macedonia 60.94 123 Azerbaijan 42.31 
24 Malta 84.61 74 Sri Lanka 60.38 124 Ethiopia 41.64 
25 Chile 84.32 75 Ecuador 60.01 125 Kazakhstan 41.29 
26 Estonia 84.31 76 Fiji 57.81 126 Kyrgyzstan 41.19 
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No. Country CDI No. Country CDI No. Country CDI 
27 Italy 83.89 77 Armenia 57.78 127 Congo, Rep. 40.84 
28 France 83.67 78 Mozambique 57.69 128 Guinea 40.80 
29 Slovenia 83.59 79 Madagascar 57.62 129 Egypt 40.79 
30 Costa Rica 82.07 80 Bahrain 57.52 130 Chad 40.11 
31 Hungary 81.89 81 Tanzania 56.86 131 Cameron 39.66 
32 Poland 81.30 82 Paraguay 56.74 132 Yemen 38.84 
33 Japan 81.00 83 Colombia 56.03 133 Tajikistan 38.44 
34 Czech Republic 80.89 84 Turkey 55.93 134 China 37.69 
35 Lithuania 80.09 85 Indonesia 55.81 135 Rwanda 37.45 
36 Mauritius 79.60 86 Moldova 55.69 136 Togo 36.37 
37 Greece 79.47 87 Guatemala 55.51 137 Haiti 36.29 
38 Slovakia 79.40 88 Kuwait 55.14 138 Equatorial Guinea 33.47 
39 Latvia 79.26 89 Venezuela 55.01 139 Vietnam 33.27 
40 Belize 79.15 90 United Arab Emirates 54.91 140 Iran 31.28 
41 Panama 78.63 91 Zambia 54.77 141 Belarus 30.89 
42 South Africa 77.77 92 Burkina Faso 53.86 142 Turkmenistan 30.36 
43 Cape Verde 76.59 93 Georgia 52.69 143 Zimbabwe 29.93 
44 South Korea 76.39 94 Gambia 52.63 144 Uzbekistan 28.29 
45 Bulgaria 75.35 95 Kenya 52.37 145 Laos (Lao PDR) 27.39 
46 Botswana 75.18 96 Malawi 52.29 146 Syria 26.26 
47 Israel 74.49 97 Niger 51.41 147 Libya 25.28 
48 Guyana 72.29 98 Bangladesh 51.04 148 Cuba 23.60 
49 Mexico 72.00 99 Gabon 50.63 149 Iraq 13.12 
50 Croatia 70.85 100 Jordan 50.30 
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Comprehensive Democracy Index (2003) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 92.49 51 Guyana 71.22 101 Jordan 51.57 
2 Luxembourg 90.96 52 Mongolia 70.81 102 Uganda 51.11 
3 Switzerland 90.71 53 Ghana 70.69 103 Ukraine 50.46 
4 Denmark 90.58 54 Argentina 70.60 104 Gabon 50.29 
5 Finland 90.39 55 El Salvador 70.59 105 Qatar 49.93 
6 Canada 90.30 56 Trinidad & Tobago 69.83 106 Nigeria 49.63 
7 Iceland 90.22 57 Benin 69.73 107 Bangladesh 49.61 
8 Netherlands 90.17 58 Brazil 69.63 108 Oman 49.02 
9 Australia 90.15 59 Namibia 69.48 109 Cambodia 48.09 
10 Ireland 89.41 60 Romania 69.29 110 Djibouti 46.98 
11 Sweden 89.35 61 Thailand 68.86 111 Morocco 46.95 
12 United States 89.29 62 Singapore 67.94 112 Lebanon 46.31 
13 United Kingdom 89.16 63 Peru 67.53 113 Nepal 46.13 
14 Norway 88.55 64 Philippines 67.37 114 Mauritania 45.74 
15 Belgium 88.27 65 Senegal 67.22 115 Congo, Rep. 45.24 
16 Germany 87.76 66 India 66.61 116 Russia 45.16 
17 Portugal 87.03 67 Dominican Republic 65.55 117 Tunisia 44.96 
18 Barbados 87.02 68 Lesotho 64.35 118 Saudi Arabia 44.13 
19 Austria 86.72 69 Nicaragua 64.23 119 Algeria 44.06 
20 Spain 86.66 70 Madagascar 63.90 120 Kyrgyzstan 43.77 
21 Chile 86.33 71 Bolivia 63.69 121 Central African Republic 43.72 
22 Bahamas 86.23 72 Sri Lanka 62.91 122 Swaziland 43.18 
23 Malta 85.82 73 Macedonia 62.65 123 Cote d'Ivoire 43.17 
24 Cyprus 85.60 74 Albania 62.26 124 Yemen 42.99 
25 Uruguay 85.01 75 Honduras 61.94 125 Azerbaijan 42.28 
26 Estonia 84.32 76 Kenya 60.94 126 Pakistan 42.16 
27 France 83.58 77 Paraguay 60.07 127 Guinea 42.08 
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28 Italy 83.47 78 Ecuador 60.04 128 Ethiopia 41.68 
29 Slovenia 83.31 79 Mozambique 59.22 129 Egypt 41.47 
30 Japan 81.53 80 Fiji 59.13 130 Chad 41.34 
31 Hungary 81.41 81 Bahrain 57.71 131 Kazakhstan 41.00 
32 Czech Republic 80.99 82 Armenia 57.39 132 Cameron 39.86 
33 Costa Rica 80.93 83 Moldova 56.88 133 Guinea-Bissau 38.98 
34 Lithuania 80.88 84 Tanzania 56.58 134 Rwanda 38.12 
35 Cape Verde 80.03 85 Turkey 56.57 135 Haiti 37.99 
36 Greece 79.97 86 Colombia 56.19 136 Tajikistan 37.89 
37 Poland 79.81 87 Indonesia 56.17 137 Equatorial Guinea 37.75 
38 Belize 79.41 88 Venezuela 55.43 138 Togo 37.75 
39 Mauritius 79.38 89 Kuwait 55.38 139 China 37.64 
40 South Africa 78.96 90 Georgia 55.33 140 Turkmenistan 35.86 
41 Latvia 78.93 91 Malawi 55.14 141 Iran 33.68 
42 Slovakia 78.82 92 Guatemala 55.07 142 Vietnam 33.47 
43 Panama 77.84 93 Burkina Faso 54.72 143 Belarus 31.24 
44 Botswana 76.11 94 Niger 54.08 144 Zimbabwe 29.86 
45 South Korea 75.82 95 Gambia 53.45 145 Laos (Lao PDR) 29.84 
46 Bulgaria 75.51 96 Bosnia-Herzegovina 53.15 146 Syria 29.36 
47 Israel 73.81 97 Zambia 53.06 147 Uzbekistan 28.20 
48 Mexico 72.63 98 United Arab Emirates 52.76 148 Cuba 25.01 
49 Croatia 71.82 99 Sierra Leone 52.54 149 Libya 24.80 
50 Mali 71.43 100 Malaysia 52.17 






Comprehensive Democracy Index (2004) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 93.25 51 Mali 70.45 101 Gambia 51.90 
2 Switzerland 93.02 52 Mongolia 70.21 102 Malawi 51.75 
3 Finland 92.55 53 Argentina 70.19 103 Oman 51.28 
4 Denmark 92.53 54 Ghana 70.15 104 Burkina Faso 51.21 
5 Luxembourg 92.10 55 El Salvador 70.13 105 Morocco 50.10 
6 Netherlands 91.94 56 Singapore 69.06 106 United Arab Emirates 49.88 
7 Canada 91.74 57 Brazil 68.98 107 Bangladesh 49.60 
8 United Kingdom 91.73 58 Benin 68.85 108 Gabon 49.02 
9 Ireland 91.36 59 Guyana 68.78 109 Nigeria 48.93 
10 Sweden 91.34 60 Namibia 68.71 110 Lebanon 47.18 
11 Australia 91.02 61 Dominican Republic 68.46 111 Cambodia 46.89 
12 Iceland 90.74 62 Thailand 67.81 112 Guinea-Bissau 46.52 
13 Norway 90.36 63 Senegal 66.87 113 Djibouti 46.41 
14 United States 89.49 64 Peru 66.68 114 Mauritania 46.39 
15 Germany 88.70 65 India 66.59 115 Algeria 45.50 
16 Belgium 88.34 66 Romania 66.28 116 Tunisia 45.34 
17 Austria 88.16 67 Philippines 66.01 117 Kyrgyzstan 44.71 
18 Chile 87.92 68 Nicaragua 63.20 118 Ethiopia 44.22 
19 Portugal 87.79 69 Bolivia 63.18 119 Russia 44.12 
20 Estonia 87.54 70 Madagascar 63.01 120 Congo, Rep. 43.79 
21 Spain 87.23 71 Lesotho 62.87 121 Central African Republic 43.51 
22 France 86.85 72 Albania 62.61 122 Egypt 43.49 
23 Malta 86.36 73 Sri Lanka 62.25 123 Yemen 42.91 
24 Barbados 86.10 74 Kenya 61.13 124 Saudi Arabia 42.76 
25 Bahamas 85.69 75 Macedonia 61.03 125 Guinea 42.74 
26 Cyprus 85.65 76 Turkey 60.63 126 Swaziland 42.65 
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27 Italy 85.01 77 Niger 60.17 127 Nepal 42.58 
28 Hungary 84.61 78 Honduras 59.66 128 Cote d'Ivoire 42.34 
29 Costa Rica 84.20 79 Ecuador 59.46 129 Pakistan 42.22 
30 Czech Republic 84.05 80 Paraguay 59.28 130 Azerbaijan 41.97 
31 Slovenia 83.63 81 Fiji 59.12 131 Chad 41.29 
32 Slovakia 83.60 82 Mozambique 58.63 132 Rwanda 41.10 
33 Uruguay 83.32 83 Georgia 58.56 133 Cameron 40.16 
34 Poland 82.81 84 Bahrain 57.25 134 Kazakhstan 39.70 
35 Mauritius 82.78 85 Tanzania 57.23 135 Tajikistan 38.95 
36 Japan 80.77 86 Bosnia-Herzegovina 56.66 136 Equatorial Guinea 37.95 
37 Greece 80.66 87 Armenia 56.46 137 Togo 37.79 
38 Cape Verde 80.56 88 Colombia 55.76 138 China 37.73 
39 South Korea 79.05 89 Moldova 55.67 139 Haiti 37.09 
40 Latvia 78.95 90 Malaysia 55.59 140 Turkmenistan 35.43 
41 South Africa 78.95 91 Indonesia 55.55 141 Vietnam 33.87 
42 Lithuania 78.60 92 Guatemala 55.09 142 Iran 33.79 
43 Belize 78.44 93 Kuwait 54.62 143 Belarus 31.46 
44 Panama 77.26 94 Jordan 54.44 144 Laos (Lao PDR) 30.94 
45 Botswana 76.73 95 Ukraine 54.40 145 Syria 29.20 
46 Bulgaria 76.14 96 Sierra Leone 53.19 146 Uzbekistan 28.69 
47 Israel 73.83 97 Uganda 52.94 147 Zimbabwe 26.37 
48 Mexico 72.92 98 Qatar 52.81 148 Cuba 24.57 
49 Croatia 72.25 99 Zambia 52.76 149 Libya 22.75 
50 Trinidad & Tobago 70.53 100 Venezuela 52.33 






Comprehensive Democracy Index (2005) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 93.27 51 Namibia 72.01 101 Lebanon 51.93 
2 Denmark 92.59 52 Mexico 71.96 102 Malawi 51.90 
3 Ireland 92.52 53 Croatia 70.44 103 Qatar 50.79 
4 Switzerland 91.92 54 Romania 70.43 104 Oman 49.74 
5 Australia 91.30 55 Mali 70.34 105 Bangladesh 49.16 
6 Iceland 91.29 56 Mongolia 69.73 106 Kyrgyzstan 48.75 
7 Netherlands 91.23 57 El Salvador 69.59 107 United Arab Emirates 48.65 
8 Finland 91.06 58 Argentina 69.13 108 Nigeria 48.34 
9 Luxembourg 90.74 59 Singapore 69.05 109 Central African Republic 48.20 
10 United Kingdom 90.62 60 Dominican Republic 67.97 110 Gambia 48.13 
11 Canada 90.27 61 Benin 67.91 111 Venezuela 48.00 
12 Sweden 89.56 62 India 67.24 112 Mauritania 47.28 
13 United States 89.53 63 Peru 66.31 113 Morocco 47.25 
14 Norway 89.23 64 Senegal 65.68 114 Cambodia 45.74 
15 Chile 88.73 65 Ukraine 63.84 115 Gabon 45.32 
16 Germany 88.32 66 Lesotho 63.61 116 Djibouti 44.84 
17 Belgium 88.07 67 Madagascar 62.99 117 Saudi Arabia 44.56 
18 Austria 87.53 68 Thailand 62.71 118 Yemen 44.08 
19 France 87.07 69 Nicaragua 62.42 119 Guinea 43.86 
20 Portugal 86.95 70 Albania 62.40 120 Egypt 43.65 
21 Malta 86.51 71 Sri Lanka 61.93 121 Tunisia 43.38 
22 Estonia 86.36 72 Bolivia 61.32 122 Algeria 43.21 
23 Barbados 85.50 73 Georgia 61.24 123 Swaziland 43.09 
24 Bahamas 85.49 74 Macedonia 61.23 124 Russia 42.78 
25 Cyprus 85.38 75 Philippines 61.08 125 Kazakhstan 42.41 
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26 Spain 85.24 76 Kenya 61.05 126 Azerbaijan 42.36 
27 Hungary 84.89 77 Colombia 61.02 127 Ethiopia 42.28 
28 Lithuania 84.31 78 Guyana 60.69 128 Pakistan 41.83 
29 Italy 84.14 79 Turkey 60.01 129 Cote d'Ivoire 41.42 
30 Slovakia 83.78 80 Fiji 59.91 130 Rwanda 40.63 
31 Uruguay 83.57 81 Honduras 59.65 131 Chad 40.55 
32 Slovenia 83.52 82 Niger 59.38 132 Congo, Rep. 40.52 
33 Mauritius 83.38 83 Paraguay 58.64 133 Cameron 40.42 
34 Czech Republic 83.01 84 Ecuador 58.41 134 Nepal 40.36 
35 Costa Rica 82.88 85 Mozambique 58.21 135 Tajikistan 39.88 
36 Latvia 82.64 86 Bosnia-Herzegovina 58.12 136 China 38.44 
37 Poland 82.25 87 Tanzania 56.84 137 Togo 38.36 
38 Japan 81.18 88 Malaysia 56.78 138 Equatorial Guinea 37.90 
39 Greece 79.78 89 Indonesia 56.64 139 Iran 37.90 
40 Cape Verde 79.19 90 Armenia 56.07 140 Vietnam 36.19 
41 South Korea 78.83 91 Moldova 56.07 141 Haiti 35.70 
42 Belize 78.66 92 Guatemala 54.88 142 Belarus 33.54 
43 South Africa 77.60 93 Jordan 54.86 143 Turkmenistan 33.28 
44 Israel 77.34 94 Bahrain 54.36 144 Syria 32.90 
45 Bulgaria 77.00 95 Kuwait 53.99 145 Laos (Lao PDR) 32.25 
46 Panama 76.59 96 Guinea-Bissau 53.40 146 Uzbekistan 32.09 
47 Botswana 75.49 97 Burkina Faso 53.09 147 Zimbabwe 26.54 
48 Ghana 73.76 98 Uganda 52.95 148 Cuba 25.28 
49 Trinidad & Tobago 73.40 99 Zambia 52.73 149 Libya 23.43 
50 Brazil 72.63 100 Sierra Leone 52.30 





Comprehensive Democracy Index (2006) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 92.21 52 Romania 72.37 103 Nigeria 49.35 
2 Switzerland 91.67 53 Mongolia 71.27 104 Gambia 48.85 
3 Denmark 91.40 54 Croatia 70.86 105 Thailand 48.71 
4 Ireland 91.25 55 Argentina 70.24 106 Qatar 48.61 
5 Netherlands 91.11 56 Benin 70.16 107 Guinea-Bissau 48.37 
6 Australia 90.66 57 Mali 69.81 108 Venezuela 48.12 
7 United Kingdom 90.56 58 Dominican Republic 69.60 109 Mauritania 48.03 
8 Luxembourg 90.50 59 El Salvador 69.42 110 Oman 47.61 
9 Iceland 90.26 60 Mexico 68.07 111 Nepal 47.11 
10 Canada 90.21 61 India 66.99 112 United Arab Emirates 47.05 
11 Finland 90.08 62 Singapore 66.98 113 Morocco 46.97 
12 Sweden 89.31 63 Peru 66.46 114 Central African Republic 46.94 
13 Norway 89.30 64 Lesotho 65.62 115 Haiti 45.97 
14 Austria 88.51 65 Guyana 65.62 116 Burundi 45.77 
15 United States 88.45 66 Senegal 65.10 117 Gabon 45.51 
16 Belgium 88.23 67 Ukraine 64.82 118 Kazakhstan 45.45 
17 Germany 88.21 68 Georgia 63.51 119 Pakistan 45.02 
18 Chile 87.44 69 Macedonia 63.49 120 Swaziland 44.88 
19 Estonia 86.60 70 Albania 63.27 121 Saudi Arabia 44.38 
20 Barbados 86.52 71 Nicaragua 62.75 122 Cambodia 44.23 
21 Malta 85.87 72 Bosnia-Herzegovina 62.65 123 Algeria 43.73 
22 Bahamas 85.87 73 Bolivia 62.42 124 Tunisia 43.69 
23 Cyprus 85.82 74 Kenya 61.91 125 Djibouti 43.69 
24 France 85.66 75 Colombia 61.89 126 Yemen 43.13 
25 Portugal 85.36 76 Turkey 61.29 127 Ethiopia 42.39 
26 Spain 85.07 77 Philippines 61.21 128 Russia 42.09 
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27 Slovakia 84.41 78 Honduras 61.01 129 Egypt 41.46 
28 Lithuania 84.27 79 Paraguay 59.77 130 Cameron 41.28 
29 Hungary 84.11 80 Madagascar 59.50 131 Azerbaijan 41.27 
30 Uruguay 83.95 81 Ecuador 59.37 132 Rwanda 41.23 
31 Slovenia 83.88 82 Niger 58.50 133 Guinea 41.01 
32 Italy 83.79 83 Guatemala 58.40 134 Tajikistan 40.66 
33 Czech Republic 83.73 84 Tanzania 58.16 135 Cote d'Ivoire 40.28 
34 Costa Rica 83.25 85 Moldova 57.52 136 China 38.09 
35 Latvia 83.12 86 Zambia 57.43 137 Togo 37.93 
36 Japan 82.19 87 Mozambique 56.85 138 Vietnam 37.40 
37 Poland 81.20 88 Kuwait 56.78 139 Chad 37.26 
38 Cape Verde 81.01 89 Malawi 56.74 140 Equatorial Guinea 36.63 
39 Mauritius 80.45 90 Indonesia 56.48 141 Syria 36.54 
40 Greece 79.19 91 Armenia 55.92 142 Congo, Rep. 36.34 
41 Israel 78.79 92 Malaysia 54.89 143 Angola 36.16 
42 South Korea 78.67 93 Sri Lanka 54.86 144 Iran 34.24 
43 Panama 77.74 94 Bahrain 54.29 145 Laos (Lao PDR) 34.15 
44 Bulgaria 77.26 95 Uganda 54.01 146 Belarus 34.03 
45 Belize 77.08 96 Burkina Faso 53.32 147 Uzbekistan 34.03 
46 Trinidad & Tobago 75.77 97 Sierra Leone 53.15 148 Turkmenistan 30.73 
47 Botswana 74.77 98 Jordan 52.61 149 Zimbabwe 25.90 
48 South Africa 74.56 99 Bangladesh 51.62 150 Libya 23.71 
49 Ghana 74.32 100 Lebanon 51.24 151 Cuba 21.21 
50 Namibia 72.63 101 Kyrgyzstan 51.11 
   51 Brazil 72.49 102 Fiji 50.15 





Comprehensive Democracy Index (2007) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 91.83 52 Brazil 71.69 103 Fiji 50.18 
2 Ireland 91.39 53 Mongolia 71.17 104 Kyrgyzstan 49.95 
3 Switzerland 91.25 54 Croatia 71.10 105 Oman 49.16 
4 Netherlands 90.90 55 Argentina 70.71 106 Morocco 49.00 
5 Australia 90.81 56 Benin 70.42 107 Gambia 48.97 
6 Denmark 90.79 57 Dominican Republic 69.65 108 Nepal 48.86 
7 Luxembourg 90.26 58 El Salvador 69.18 109 Venezuela 48.43 
8 Iceland 90.11 59 Mexico 68.32 110 Guinea-Bissau 47.82 
9 Canada 90.05 60 India 67.45 111 Qatar 47.82 
10 United Kingdom 90.04 61 Peru 67.17 112 United Arab Emirates 47.62 
11 Finland 89.92 62 Singapore 66.51 113 Haiti 47.34 
12 Norway 89.35 63 Mali 65.90 114 Bangladesh 46.26 
13 Sweden 89.22 64 Guyana 64.98 115 Gabon 45.23 
14 Belgium 88.58 65 Macedonia 64.70 116 Burundi 45.18 
15 Austria 88.56 66 Senegal 64.27 117 Kazakhstan 45.16 
16 United States 88.49 67 Lesotho 64.20 118 Pakistan 44.32 
17 Germany 87.91 68 Ukraine 64.18 119 Yemen 44.09 
18 Chile 87.50 69 Albania 63.85 120 Tunisia 43.85 
19 Estonia 87.40 70 Nicaragua 62.37 121 Swaziland 43.82 
20 Bahamas 86.43 71 Colombia 61.74 122 Cambodia 43.80 
21 Malta 85.99 72 Turkey 61.49 123 Ethiopia 43.67 
22 Barbados 85.97 73 Honduras 61.19 124 Algeria 43.24 
23 Cyprus 85.93 74 Bolivia 61.18 125 Djibouti 43.02 
24 Spain 85.68 75 Paraguay 61.08 126 Saudi Arabia 42.99 
25 Portugal 85.55 76 Mozambique 60.80 127 Central African Republic 42.50 
26 France 85.44 77 Ecuador 60.11 128 Egypt 42.25 
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27 Uruguay 84.67 78 Georgia 59.36 129 Azerbaijan 42.17 
28 Slovakia 84.46 79 Madagascar 59.31 130 Russia 41.98 
29 Lithuania 84.38 80 Bosnia-Herzegovina 58.92 131 Togo 41.86 
30 Italy 84.33 81 Guatemala 58.81 132 Cameron 41.74 
31 Hungary 84.21 82 Kenya 58.26 133 Guinea 41.56 
32 Czech Republic 84.18 83 Tanzania 57.95 134 Tajikistan 41.37 
33 Slovenia 83.40 84 Philippines 57.89 135 Rwanda 40.91 
34 Costa Rica 83.07 85 Sierra Leone 57.88 136 Cote d'Ivoire 40.61 
35 Japan 82.17 86 Moldova 57.61 137 Equatorial Guinea 37.68 
36 Poland 81.57 87 Indonesia 57.30 138 China 37.09 
37 Cape Verde 81.29 88 Zambia 57.24 139 Vietnam 37.05 
38 Mauritius 80.72 89 Kuwait 56.92 140 Angola 37.03 
39 Latvia 79.90 90 Malaysia 55.81 141 Congo, Rep. 36.57 
40 Greece 79.08 91 Niger 55.10 142 Chad 36.15 
41 South Korea 78.86 92 Armenia 54.84 143 Laos (Lao PDR) 36.00 
42 Israel 78.58 93 Sri Lanka 54.35 144 Uzbekistan 35.96 
43 Bulgaria 77.79 94 Bahrain 54.19 145 Syria 34.60 
44 Panama 77.68 95 Uganda 53.36 146 Iran 34.12 
45 Belize 76.70 96 Burkina Faso 53.24 147 Belarus 33.82 
46 Trinidad & Tobago 75.33 97 Jordan 53.14 148 Turkmenistan 30.19 
47 Ghana 75.29 98 Malawi 52.91 149 Libya 26.22 
48 Botswana 74.52 99 Lebanon 51.98 150 Zimbabwe 24.95 
49 South Africa 73.95 100 Nigeria 51.16 151 Cuba 20.80 
50 Namibia 73.08 101 Thailand 51.12 
   51 Romania 72.90 102 Mauritania 50.71 





Comprehensive Democracy Index (2008) 
No. Country CDI No. Country CDI No. Country CDI 
1 Denmark 91.98 52 Brazil 71.86 103 Oman 50.03 
2 Switzerland 91.82 53 Mongolia 71.78 104 Kyrgyzstan 50.01 
3 New Zealand 91.63 54 Croatia 70.83 105 Bangladesh 49.00 
4 Ireland 91.60 55 Benin 70.21 106 Gambia 48.73 
5 Australia 91.13 56 Argentina 70.03 107 Morocco 48.41 
6 Netherlands 91.01 57 Dominican Republic 69.62 108 Nigeria 48.33 
7 Canada 90.84 58 El Salvador 69.11 109 Pakistan 48.05 
8 Luxembourg 90.34 59 Mexico 68.43 110 United Arab Emirates 47.59 
9 Finland 90.12 60 Peru 67.72 111 Qatar 47.53 
10 Iceland 90.04 61 India 67.58 112 Venezuela 47.39 
11 United Kingdom 89.79 62 Singapore 66.77 113 Guinea-Bissau 47.29 
12 Sweden 89.67 63 Mali 65.89 114 Haiti 46.54 
13 Norway 89.50 64 Albania 64.59 115 Kazakhstan 46.28 
14 United States 88.66 65 Macedonia 64.35 116 Gabon 45.11 
15 Austria 88.44 66 Ukraine 64.23 117 Burundi 45.10 
16 Belgium 88.09 67 Guyana 64.04 118 Egypt 44.41 
17 Germany 87.87 68 Lesotho 63.47 119 Saudi Arabia 44.10 
18 Estonia 87.50 69 Turkey 62.33 120 Tunisia 43.83 
19 Chile 87.14 70 Paraguay 61.89 121 Algeria 43.73 
20 Bahamas 86.39 71 Mozambique 61.06 122 Cambodia 43.63 
21 France 86.33 72 Senegal 60.70 123 Yemen 43.62 
22 Spain 86.16 73 Zambia 60.65 124 Mauritania 43.17 
23 Malta 86.02 74 Bolivia 60.62 125 Swaziland 42.89 
24 Cyprus 85.99 75 Honduras 60.57 126 Ethiopia 42.82 
25 Barbados 85.75 76 Ecuador 59.76 127 Djibouti 42.47 
26 Portugal 85.24 77 Colombia 59.54 128 Azerbaijan 42.32 
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27 Uruguay 84.85 78 Georgia 59.29 129 Central African Republic 41.81 
28 Czech Republic 84.63 79 Madagascar 58.74 130 Togo 41.77 
29 Slovakia 84.43 80 Sierra Leone 58.64 131 Tajikistan 41.64 
30 Hungary 84.21 81 Guatemala 58.36 132 Rwanda 41.63 
31 Lithuania 83.95 82 Kenya 57.88 133 Cote d'Ivoire 41.61 
32 Costa Rica 83.38 83 Nicaragua 57.87 134 Russia 41.01 
33 Slovenia 83.11 84 Bosnia-Herzegovina 57.80 135 Cameron 40.89 
34 Poland 82.49 85 Kuwait 57.67 136 Guinea 38.96 
35 Cape Verde 82.12 86 Philippines 57.65 137 Angola 38.26 
36 Japan 82.04 87 Tanzania 57.61 138 China 37.82 
37 Mauritius 81.38 88 Indonesia 57.35 139 Vietnam 37.44 
38 Italy 80.38 89 Malaysia 55.66 140 Congo, Rep. 37.33 
39 Latvia 79.62 90 Bahrain 54.72 141 Uzbekistan 36.21 
40 Greece 78.99 91 Niger 54.62 142 Equatorial Guinea 36.07 
41 South Korea 78.78 92 Moldova 54.43 143 Laos (Lao PDR) 36.00 
42 Israel 78.77 93 Sri Lanka 53.80 144 Chad 34.71 
43 Panama 77.57 94 Burkina Faso 53.60 145 Iran 34.12 
44 Belize 77.46 95 Uganda 53.55 146 Syria 33.93 
45 Trinidad & Tobago 74.92 96 Armenia 53.41 147 Belarus 32.91 
46 Ghana 74.70 97 Malawi 52.99 148 Turkmenistan 30.42 
47 Botswana 74.56 98 Thailand 52.65 149 Libya 27.33 
48 Bulgaria 73.88 99 Lebanon 52.04 150 Zimbabwe 23.70 
49 South Africa 73.77 100 Nepal 51.74 151 Cuba 22.06 
50 Romania 73.06 101 Jordan 50.76 
   51 Namibia 72.49 102 Fiji 50.35 





Comprehensive Democracy Index (2009) 
No. Country CDI No. Country CDI No. Country CDI 
1 New Zealand 91.95 52 Namibia 72.32 103 Qatar 49.59 
2 Switzerland 91.93 53 Brazil 71.78 104 Morocco 49.40 
3 Denmark 91.86 54 Botswana 71.56 105 Madagascar 49.18 
4 Australia 91.26 55 Mongolia 70.74 106 United Arab Emirates 49.12 
5 Ireland 90.89 56 Benin 70.41 107 Fiji 48.85 
6 Canada 90.88 57 Dominican Republic 69.67 108 Pakistan 48.59 
7 Netherlands 90.53 58 El Salvador 69.31 109 Nigeria 47.86 
8 Luxembourg 90.48 59 Argentina 69.27 110 Niger 47.68 
9 Finland 89.97 60 Mexico 68.77 111 Guinea-Bissau 47.51 
10 Iceland 89.87 61 India 67.71 112 Kyrgyzstan 46.85 
11 Sweden 89.81 62 Peru 67.62 113 Haiti 46.84 
12 Norway 89.77 63 Singapore 67.00 114 Burundi 46.01 
13 United Kingdom 89.56 64 Mali 65.17 115 Kazakhstan 45.72 
14 Austria 88.58 65 Albania 64.80 116 Gambia 45.27 
15 United States 88.34 66 Macedonia 64.20 117 Saudi Arabia 45.20 
16 Belgium 88.34 67 Guyana 63.89 118 Togo 44.52 
17 Germany 87.82 68 Ukraine 63.60 119 Cambodia 44.29 
18 Estonia 87.16 69 Turkey 62.80 120 Egypt 44.26 
19 Chile 87.14 70 Paraguay 62.15 121 Azerbaijan 43.99 
20 Barbados 86.89 71 Bolivia 60.83 122 Algeria 43.71 
21 Spain 86.37 72 Georgia 59.94 123 Swaziland 43.38 
22 Cyprus 85.79 73 Senegal 59.87 124 Yemen 43.19 
23 Uruguay 85.58 74 Colombia 59.70 125 Ethiopia 43.09 
24 France 85.54 75 Lesotho 59.28 126 Gabon 43.03 
25 Malta 85.26 76 Ecuador 59.06 127 Cote d'Ivoire 42.60 
26 Bahamas 85.15 77 Philippines 58.68 128 Mauritania 42.59 
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27 Czech Republic 85.03 78 Tanzania 58.31 129 Djibouti 42.51 
28 Portugal 84.91 79 Sierra Leone 58.01 130 Tunisia 42.44 
29 Costa Rica 84.25 80 Mozambique 57.81 131 Venezuela 42.09 
30 Lithuania 84.23 81 Indonesia 57.64 132 Tajikistan 41.84 
31 Slovakia 83.93 82 Bosnia-Herzegovina 57.52 133 Central African Republic 41.72 
32 Slovenia 83.92 83 Malawi 56.85 134 Rwanda 41.65 
33 Dominica 83.81 84 Kuwait 56.81 135 Russia 41.27 
34 Hungary 83.65 85 Zambia 56.79 136 Cameron 40.22 
35 Poland 83.20 86 Malaysia 56.24 137 Angola 38.30 
36 Japan 82.68 87 Moldova 56.23 138 China 37.88 
37 Cape Verde 82.41 88 Bahrain 55.28 139 Vietnam 37.80 
38 Mauritius 81.59 89 Guatemala 55.26 140 Congo, Rep. 37.62 
39 Italy 80.17 90 Burkina Faso 55.03 141 Guinea 37.18 
40 Latvia 79.81 91 Kenya 54.61 142 Syria 36.68 
41 South Korea 79.15 92 Nicaragua 54.37 143 Laos (Lao PDR) 36.06 
42 Greece 78.76 93 Bangladesh 54.22 144 Equatorial Guinea 35.93 
43 Belize 78.37 94 Lebanon 54.15 145 Uzbekistan 35.27 
44 Israel 78.07 95 Uganda 53.44 146 Chad 34.60 
45 Panama 77.59 96 Honduras 53.44 147 Iran 33.86 
46 Ghana 75.55 97 Thailand 53.37 148 Congo, Dem. Rep. 33.07 
47 Trinidad & Tobago 74.80 98 Armenia 53.35 149 Belarus 32.76 
48 Croatia 74.72 99 Sri Lanka 52.75 150 Turkmenistan 30.98 
49 Bulgaria 74.10 100 Nepal 51.78 151 Libya 30.59 
50 South Africa 73.87 101 Oman 49.83 152 Zimbabwe 23.63 






Comprehensive Democracy Index (2010) 
No. Country CDI No. Country CDI No. Country CDI 
1 Switzerland 92.73 52 Namibia 72.13 103 Oman 50.37 
2 New Zealand 92.27 53 Botswana 71.92 104 Morocco 50.32 
3 Australia 91.57 54 Brazil 71.86 105 Jordan 50.07 
4 Denmark 91.53 55 Benin 70.16 106 Madagascar 49.85 
5 Luxembourg 90.74 56 Dominican Republic 69.81 107 Sri Lanka 49.37 
6 Canada 90.44 57 Mongolia 69.78 108 Kyrgyzstan 48.36 
7 Ireland 90.42 58 Argentina 69.62 109 Pakistan 48.01 
8 Sweden 90.24 59 El Salvador 69.39 110 Niger 47.87 
9 Norway 90.14 60 Peru 68.71 111 Fiji 47.68 
10 Finland 90.06 61 India 67.41 112 Haiti 46.69 
11 Netherlands 90.01 62 Singapore 66.62 113 Guinea-Bissau 46.61 
12 Iceland 89.67 63 Mexico 66.51 114 Kazakhstan 46.07 
13 Austria 89.07 64 Mali 65.74 115 Saudi Arabia 45.11 
14 United Kingdom 88.79 65 Albania 65.48 116 Egypt 44.75 
15 Belgium 88.03 66 Macedonia 65.25 117 Gambia 44.66 
16 United States 87.86 67 Guyana 63.66 118 Rwanda 44.40 
17 Germany 87.65 68 Turkey 63.38 119 Azerbaijan 44.36 
18 Chile 87.46 69 Georgia 62.75 120 Cambodia 44.19 
19 Estonia 86.86 70 Paraguay 62.53 121 Togo 44.07 
20 Barbados 86.25 71 Tanzania 61.53 122 Algeria 43.98 
21 Uruguay 86.00 72 Philippines 61.40 123 Gabon 43.69 
22 Spain 85.81 73 Colombia 60.92 124 Guinea 43.58 
23 Malta 85.59 74 Moldova 60.40 125 Tunisia 42.91 
24 Cyprus 85.39 75 Bolivia 59.52 126 Swaziland 42.22 
25 France 85.38 76 Senegal 59.45 127 Burundi 41.64 
26 Czech Republic 84.99 77 Lesotho 58.81 128 Mauritania 41.63 
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27 Portugal 84.60 78 Ukraine 58.70 129 Yemen 41.60 
28 Costa Rica 84.44 79 Sierra Leone 58.48 130 Central African Republic 41.32 
29 Lithuania 84.39 80 Ecuador 58.36 131 Russia 41.10 
30 Bahamas 84.30 81 Indonesia 57.98 132 Tajikistan 40.68 
31 Slovakia 84.22 82 Mozambique 57.87 133 Djibouti 40.01 
32 Slovenia 84.21 83 Bosnia-Herzegovina 57.83 134 Cote d'Ivoire 39.78 
33 Poland 83.81 84 Kenya 57.63 135 Cameron 39.77 
34 Dominica 83.72 85 Zambia 57.59 136 Angola 39.03 
35 Hungary 83.49 86 Malawi 56.69 137 Ethiopia 38.27 
36 Japan 82.88 87 Malaysia 56.39 138 Venezuela 37.94 
37 Cape Verde 82.53 88 Bahrain 55.72 139 Vietnam 37.04 
38 Mauritius 81.94 89 Guatemala 55.53 140 Congo, Rep. 36.79 
39 South Korea 79.86 90 Kuwait 55.42 141 Laos (Lao PDR) 36.52 
40 Italy 79.83 91 Bangladesh 55.31 142 China 36.45 
41 Greece 79.28 92 Burkina Faso 55.23 143 Syria 35.44 
42 Israel 78.18 93 Lebanon 54.81 144 Belarus 35.12 
43 Belize 77.53 94 Thailand 53.69 145 Chad 34.78 
44 Panama 77.24 95 Nicaragua 53.57 146 Equatorial Guinea 34.02 
45 Latvia 76.05 96 Honduras 53.47 147 Uzbekistan 33.27 
46 Ghana 76.02 97 Armenia 53.06 148 Iran 33.09 
47 Croatia 75.42 98 Uganda 52.80 149 Congo, Dem. Rep. 32.29 
48 Trinidad & Tobago 73.89 99 Nigeria 51.59 150 Turkmenistan 29.86 
49 South Africa 73.85 100 Nepal 51.55 151 Libya 28.35 
50 Bulgaria 73.31 101 Qatar 51.43 152 Zimbabwe 23.53 





Comprehensive Democracy Index (2011) 
No. Country CDI No. Country CDI No. Country CDI 
1 Switzerland 92.98 52 Namibia 72.35 103 Oman 51.65 
2 New Zealand 92.95 53 Brazil 71.60 104 Nicaragua 50.91 
3 Denmark 91.86 54 Botswana 71.05 105 Nepal 50.59 
4 Australia 91.78 55 Dominican Republic 69.64 106 Morocco 50.51 
5 Luxembourg 91.22 56 Argentina 69.59 107 Sri Lanka 50.16 
6 Sweden 90.80 57 Mongolia 69.40 108 United Arab Emirates 49.72 
7 Canada 90.77 58 Singapore 69.28 109 Kyrgyzstan 49.13 
8 Netherlands 90.76 59 Benin 69.22 110 Madagascar 48.75 
9 Norway 90.65 60 Peru 69.17 111 Pakistan 47.92 
10 Finland 90.34 61 El Salvador 68.81 112 Fiji 47.80 
11 Ireland 89.55 62 India 67.29 113 Guinea-Bissau 47.30 
12 Austria 88.86 63 Mexico 66.04 114 Haiti 46.97 
13 United Kingdom 88.30 64 Mali 65.99 115 Kazakhstan 46.74 
14 Iceland 88.22 65 Macedonia 64.69 116 Rwanda 46.59 
15 Germany 88.14 66 Albania 64.50 117 Saudi Arabia 46.06 
16 Belgium 87.73 67 Guyana 63.72 118 Togo 45.11 
17 United States 87.59 68 Turkey 63.20 119 Egypt 44.92 
18 Chile 87.22 69 Paraguay 62.83 120 Cambodia 44.88 
19 Estonia 87.15 70 Georgia 62.61 121 Azerbaijan 44.87 
20 Cyprus 86.14 71 Colombia 62.20 122 Gabon 44.31 
21 Barbados 86.12 72 Philippines 61.56 123 Gambia 43.69 
22 Uruguay 85.82 73 Moldova 61.51 124 Guinea 43.46 
23 Spain 85.60 74 Tanzania 60.91 125 Swaziland 43.26 
24 France 85.17 75 Senegal 59.94 126 Burundi 42.44 
25 Malta 85.14 76 Bolivia 59.37 127 Central African Republic 41.77 
26 Czech Republic 85.06 77 Lesotho 58.75 128 Mauritania 41.63 
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27 Slovakia 84.72 78 Zambia 58.60 129 Djibouti 41.57 
28 Costa Rica 84.72 79 Sierra Leone 58.55 130 Algeria 41.56 
29 Portugal 84.47 80 Guatemala 58.51 131 Cote d'Ivoire 41.44 
30 Bahamas 84.39 81 Indonesia 58.29 132 Russia 41.31 
31 Slovenia 84.25 82 Mozambique 57.71 133 Tajikistan 41.14 
32 Lithuania 84.25 83 Bosnia-Herzegovina 57.70 134 Yemen 39.87 
33 Poland 84.04 84 Ecuador 57.47 135 Cameron 39.57 
34 Cape Verde 83.89 85 Kenya 57.29 136 Vietnam 38.26 
35 Dominica 83.64 86 Malaysia 57.17 137 Angola 37.88 
36 Japan 83.06 87 Tunisia 57.16 138 Ethiopia 37.82 
37 Italy 82.32 88 Malawi 56.81 139 Venezuela 37.77 
38 Mauritius 81.90 89 Thailand 56.63 140 China 37.18 
39 Hungary 79.72 90 Niger 55.87 141 Congo, Rep. 36.73 
40 South Korea 79.64 91 Bangladesh 55.63 142 Laos (Lao PDR) 36.65 
41 Israel 78.88 92 Burkina Faso 55.43 143 Syria 35.94 
42 Belize 77.94 93 Bahrain 55.30 144 Belarus 34.46 
43 Panama 77.20 94 Ukraine 54.95 145 Chad 33.47 
44 Croatia 76.00 95 Armenia 53.95 146 Equatorial Guinea 33.25 
45 Ghana 75.72 96 Kuwait 53.88 147 Iran 32.43 
46 Latvia 75.55 97 Honduras 53.64 148 Uzbekistan 32.10 
47 Greece 74.79 98 Uganda 52.41 149 Congo, Dem. Rep. 31.68 
48 Trinidad & Tobago 74.02 99 Lebanon 52.28 150 Turkmenistan 30.57 
49 South Africa 73.78 100 Qatar 52.13 151 Libya 28.79 
50 Bulgaria 73.39 101 Nigeria 51.82 152 Zimbabwe 23.77 






Comprehensive Democracy Index (2012) 
No. Country CDI No. Country CDI No. Country CDI 
1 Switzerland 93.06 52 Romania 72.36 103 Sri Lanka 50.51 
2 New Zealand 93.04 53 Namibia 72.26 104 Kuwait 50.37 
3 Australia 92.19 54 Botswana 72.09 105 United Arab Emirates 50.36 
4 Denmark 92.12 55 Brazil 71.64 106 Nepal 49.58 
5 Sweden 91.30 56 Singapore 70.23 107 Madagascar 49.32 
6 Luxembourg 91.13 57 Dominican Republic 69.89 108 Kyrgyzstan 49.13 
7 Norway 91.13 58 Peru 69.08 109 Nigeria 49.00 
8 Netherlands 90.87 59 Benin 68.91 110 Pakistan 47.69 
9 Canada 90.87 60 Argentina 68.55 111 Egypt 47.48 
10 Finland 90.59 61 El Salvador 68.31 112 Kazakhstan 47.47 
11 Ireland 89.10 62 India 67.02 113 Rwanda 46.96 
12 Iceland 88.85 63 Georgia 65.90 114 Fiji 46.57 
13 Austria 88.74 64 Macedonia 65.66 115 Haiti 46.32 
14 United Kingdom 88.46 65 Mexico 65.12 116 Cote d'Ivoire 45.47 
15 Germany 88.22 66 Senegal 64.55 117 Mali 44.64 
16 Belgium 87.52 67 Albania 64.53 118 Cambodia 44.55 
17 United States 87.39 68 Guyana 63.88 119 Togo 44.44 
18 Chile 87.39 69 Lesotho 63.22 120 Gabon 44.41 
19 Estonia 86.42 70 Paraguay 62.52 121 Azerbaijan 44.41 
20 Barbados 86.17 71 Colombia 62.15 122 Saudi Arabia 43.57 
21 Malta 85.48 72 Philippines 61.72 123 Gambia 43.08 
22 Cyprus 85.45 73 Sierra Leone 61.55 124 Guinea 42.57 
23 France 85.35 74 Bosnia-Herzegovina 61.18 125 Swaziland 42.20 
24 Uruguay 85.17 75 Moldova 60.69 126 Mauritania 42.19 
25 Spain 85.12 76 Tanzania 60.63 127 Burundi 41.96 
26 Costa Rica 85.03 77 Bolivia 59.33 128 Central African Republic 41.79 
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27 Lithuania 84.72 78 Turkey 59.30 129 Algeria 41.29 
28 Czech Republic 84.50 79 Indonesia 58.97 130 Djibouti 41.19 
29 Poland 84.23 80 Zambia 58.30 131 Russia 40.79 
30 Bahamas 84.15 81 Tunisia 58.19 132 Libya 40.72 
31 Slovakia 84.11 82 Guatemala 57.92 133 Yemen 40.59 
32 Portugal 83.53 83 Mozambique 57.78 134 Cameron 39.67 
33 Slovenia 83.40 84 Malaysia 57.77 135 Tajikistan 39.47 
34 Cape Verde 83.34 85 Ecuador 57.75 136 Guinea-Bissau 39.09 
35 Dominica 83.00 86 Malawi 57.24 137 Ethiopia 38.87 
36 Japan 82.92 87 Thailand 57.11 138 Angola 38.34 
37 Mauritius 82.65 88 Armenia 55.66 139 Vietnam 38.18 
38 South Korea 79.59 89 Niger 55.63 140 Venezuela 38.12 
39 Hungary 79.10 90 Burkina Faso 55.28 141 China 36.67 
40 Italy 78.56 91 Bangladesh 55.17 142 Congo, Rep. 36.62 
41 Israel 78.55 92 Kenya 54.38 143 Laos (Lao PDR) 35.89 
42 Belize 77.69 93 Ukraine 53.96 144 Syria 35.85 
43 Panama 76.89 94 Honduras 53.70 145 Belarus 35.31 
44 Croatia 76.12 95 Bahrain 53.50 146 Chad 33.24 
45 Ghana 75.63 96 Qatar 53.19 147 Iran 32.49 
46 Latvia 75.61 97 Uganda 52.69 148 Uzbekistan 32.09 
47 Mongolia 73.71 98 Jordan 52.59 149 Congo, Dem. Rep. 31.95 
48 South Africa 73.65 99 Lebanon 52.32 150 Turkmenistan 30.72 
49 Trinidad & Tobago 73.32 100 Morocco 51.33 151 Equatorial Guinea 30.11 
50 Bulgaria 72.96 101 Nicaragua 50.70 152 Zimbabwe 25.23 






Comprehensive Political Instability Index (2002) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 0.00 52 El Salvador 24.34 103 Philippines 44.81 
2 Luxembourg 1.45 53 Cuba 24.70 104 Cambodia 45.14 
3 Denmark 3.34 54 Romania 24.87 105 Djibouti 45.15 
4 Switzerland 3.45 55 Dominican Republic 24.96 106 Paraguay 45.19 
5 Ireland 3.59 56 Fiji 24.99 107 Benin 45.34 
6 Sweden 4.03 57 Namibia 25.63 108 Comoros 45.73 
7 Portugal 4.47 58 Mexico 26.32 109 Togo 46.28 
8 Austria 5.58 59 Trinidad & Tobago 27.37 110 Georgia 46.70 
9 Norway 5.69 60 Kazakhstan 27.62 111 Laos (Lao PDR) 46.70 
10 New Zealand 6.30 61 Swaziland 27.96 112 Venezuela 47.02 
11 Netherlands 6.61 62 Kuwait 28.25 113 Bangladesh 47.38 
12 Slovenia 6.71 63 Tunisia 29.04 114 Eritrea 47.38 
13 Hungary 7.08 64 Gabon 29.84 115 Israel 47.54 
14 Belgium 7.21 65 Vietnam 29.98 116 Mali 48.45 
15 Canada 7.66 66 Ukraine 30.25 117 Mauritania 48.45 
16 Singapore 7.67 67 Armenia 30.97 118 Sri Lanka 49.15 
17 Australia 8.11 68 Albania 31.32 119 Iran 49.33 
18 Japan 8.18 69 Morocco 31.71 120 Tajikistan 49.44 
19 Mauritius 9.36 70 Saudi Arabia 32.15 121 Uzbekistan 49.61 
20 Germany 9.43 71 Libya 32.72 122 Zambia 49.69 
21 Costa Rica 9.93 72 Jordan 33.06 123 Guatemala 49.81 
22 Czech Republic 10.69 73 Bosnia-Herzegovina 33.44 124 Cameron 51.11 
23 Chile 10.89 74 Moldova 33.56 125 Haiti 51.52 
24 France 11.91 75 Turkmenistan 33.84 126 Indonesia 51.76 
25 Estonia 12.00 76 Honduras 34.19 127 Yemen 51.88 
26 Slovakia 12.02 77 Syria 35.17 128 Niger 52.04 
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27 Latvia 12.20 78 South Africa 35.81 129 Mozambique 54.15 
28 Lithuania 12.65 79 China 36.13 130 Kenya 54.19 
29 Greece 12.72 80 Bolivia 36.36 131 Azerbaijan 54.52 
30 Italy 13.25 81 Nicaragua 36.76 132 Guinea-Bissau 56.55 
31 Uruguay 13.67 82 Lebanon 36.89 133 Colombia 56.91 
32 United Arab Emirates 13.91 83 Argentina 36.94 134 Zimbabwe 56.92 
33 Poland 14.83 84 Gambia 36.95 135 Nepal 57.43 
34 United Kingdom 15.62 85 Bhutan 37.06 136 Pakistan 57.87 
35 Qatar 16.47 86 Ghana 37.29 137 Central African Republic 58.14 
36 Cape Verde 17.19 87 Senegal 37.92 138 Algeria 58.62 
37 Oman 18.04 88 Equatorial Guinea 38.20 139 Congo, Rep. 59.24 
38 Botswana 18.19 89 Guyana 38.92 140 Uganda 60.13 
39 Croatia 18.47 90 Kyrgyzstan 40.02 141 Ethiopia 60.82 
40 Spain 18.61 91 Egypt 40.74 142 Iraq 61.01 
41 Bulgaria 19.95 92 Macedonia 40.94 143 Guinea 62.44 
42 Thailand 20.77 93 Turkey 40.96 144 Nigeria 63.93 
43 United States 21.32 94 Lesotho 41.59 145 Sierra Leone 64.05 
44 South Korea 21.89 95 Russia 42.25 146 Chad 65.39 
45 Bahrain 21.91 96 Solomon Islands 43.36 147 Rwanda 68.08 
46 Brazil 22.31 97 Malawi 43.74 148 Angola 68.11 
47 Malaysia 22.37 98 East Timor 43.97 149 India 68.58 
48 Mongolia 22.72 99 Peru 44.13 150 Afghanistan 71.08 
49 Belarus 22.97 100 Madagascar 44.46 151 Burundi 72.72 
50 Cyprus 23.06 101 Tanzania 44.69 152 Sudan 72.96 






Comprehensive Political Instability Index (2003) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 0.01 52 Spain 24.93 103 Tanzania 45.70 
2 Luxembourg 3.33 53 Panama 25.16 104 Peru 45.76 
3 Ireland 4.89 54 Kazakhstan 25.29 105 Mali 45.76 
4 Sweden 5.02 55 Romania 25.52 106 Venezuela 46.19 
5 Portugal 5.73 56 Mongolia 25.62 107 Cambodia 46.46 
6 Switzerland 6.47 57 Brazil 25.65 108 Georgia 46.57 
7 Denmark 7.16 58 Mexico 26.95 109 Togo 46.78 
8 New Zealand 7.41 59 Jordan 27.14 110 Eritrea 46.83 
9 Slovenia 7.49 60 Tunisia 27.54 111 Bangladesh 47.95 
10 Norway 7.74 61 Thailand 28.45 112 Israel 48.14 
11 Netherlands 7.74 62 Trinidad & Tobago 28.74 113 Djibouti 48.18 
12 Hungary 8.17 63 Vietnam 28.82 114 Zambia 48.58 
13 Canada 9.28 64 Swaziland 29.33 115 Comoros 48.77 
14 Lithuania 9.55 65 El Salvador 30.00 116 Burkina Faso 48.80 
15 Japan 9.68 66 Argentina 30.03 117 Mauritania 48.90 
16 Mauritius 10.15 67 Ukraine 30.49 118 Kenya 49.30 
17 Austria 10.46 68 Albania 30.59 119 Sri Lanka 49.34 
18 Latvia 10.67 69 Saudi Arabia 30.93 120 Iran 49.43 
19 Slovakia 11.06 70 Libya 31.04 121 Tajikistan 49.70 
20 United Arab Emirates 11.35 71 Dominican Republic 31.53 122 Laos (Lao PDR) 50.77 
21 Estonia 11.76 72 Morocco 31.74 123 Haiti 51.49 
22 Australia 11.92 73 Gabon 32.53 124 Niger 51.54 
23 Czech Republic 11.95 74 Moldova 32.89 125 Philippines 51.59 
24 Belgium 12.09 75 Equatorial Guinea 33.39 126 Azerbaijan 52.61 
25 Singapore 12.49 76 Syria 33.44 127 Cameron 52.62 
26 Chile 13.94 77 Turkmenistan 33.51 128 Yemen 52.93 
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27 Uruguay 14.36 78 Solomon Islands 34.73 129 Guinea-Bissau 53.02 
28 Qatar 14.43 79 Honduras 34.89 130 Zimbabwe 53.43 
29 Cape Verde 15.32 80 Bosnia-Herzegovina 35.17 131 Congo, Rep. 53.84 
30 Costa Rica 15.88 81 Guyana 35.57 132 Mozambique 54.06 
31 Germany 16.35 82 South Africa 35.90 133 Uzbekistan 54.95 
32 Poland 16.41 83 China 36.50 134 Pakistan 55.12 
33 Botswana 17.24 84 Bhutan 36.84 135 Guinea 56.45 
34 Oman 17.37 85 Lebanon 37.34 136 Uganda 57.00 
35 Greece 17.48 86 Gambia 37.50 137 Central African Republic 57.04 
36 Cyprus 17.64 87 Nicaragua 38.23 138 Indonesia 58.60 
37 Bahrain 18.29 88 Ghana 38.48 139 Nepal 58.85 
38 Italy 18.36 89 Paraguay 38.90 140 Algeria 59.33 
39 Croatia 18.54 90 Turkey 39.15 141 Angola 59.62 
40 Belarus 18.84 91 Senegal 39.73 142 India 60.26 
41 Malaysia 20.61 92 Macedonia 39.78 143 Colombia 62.01 
42 United Kingdom 20.63 93 Lesotho 40.72 144 Nigeria 63.63 
43 Kuwait 21.19 94 East Timor 42.18 145 Ethiopia 63.85 
44 South Korea 21.31 95 Bolivia 42.24 146 Rwanda 65.02 
45 France 21.77 96 Benin 42.57 147 Chad 66.09 
46 Bulgaria 22.52 97 Madagascar 42.63 148 Sierra Leone 67.41 
47 Cuba 23.88 98 Malawi 43.54 149 Burundi 70.29 
48 United States 24.33 99 Egypt 44.12 150 Liberia 70.95 
49 Armenia 24.49 100 Kyrgyzstan 44.28 151 Congo, Dem. Rep. 71.09 
50 Namibia 24.59 101 Guatemala 45.24 152 Afghanistan 71.43 






Comprehensive Political Instability Index (2004) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 1.10 52 Panama 25.67 103 Comoros 43.90 
2 New Zealand 3.34 53 Mongolia 25.97 104 Tanzania 44.04 
3 Sweden 4.86 54 Trinidad & Tobago 26.04 105 East Timor 44.13 
4 Luxembourg 5.11 55 Vietnam 26.73 106 Djibouti 44.57 
5 Switzerland 6.74 56 Tunisia 26.74 107 Israel 45.11 
6 Ireland 7.25 57 United States 27.68 108 Mali 45.49 
7 Norway 7.74 58 Mexico 27.94 109 Kyrgyzstan 45.51 
8 Singapore 8.56 59 Armenia 28.05 110 Kenya 45.77 
9 Austria 8.62 60 Jordan 28.64 111 Laos (Lao PDR) 45.79 
10 Denmark 8.96 61 El Salvador 28.65 112 Burkina Faso 46.42 
11 Slovenia 9.32 62 Kazakhstan 29.12 113 Iran 46.99 
12 Netherlands 9.77 63 Brazil 29.23 114 Venezuela 47.03 
13 Japan 9.90 64 Swaziland 29.47 115 Togo 47.07 
14 Mauritius 10.37 65 Morocco 29.62 116 Eritrea 48.21 
15 Portugal 10.40 66 Libya 29.72 117 Russia 48.72 
16 Australia 11.08 67 Dominican Republic 29.92 118 Azerbaijan 49.18 
17 Canada 11.97 68 Bosnia-Herzegovina 31.76 119 Mauritania 49.56 
18 Qatar 12.13 69 Ukraine 32.04 120 Cameron 49.84 
19 Oman 12.18 70 Gabon 32.09 121 Bangladesh 50.24 
20 Hungary 12.49 71 Albania 32.12 122 Niger 50.27 
21 United Arab Emirates 13.88 72 South Africa 32.43 123 Sri Lanka 50.55 
22 Lithuania 13.99 73 Argentina 32.78 124 Tajikistan 50.92 
23 Belgium 14.04 74 Moldova 33.61 125 Zambia 51.36 
24 Cape Verde 14.63 75 Honduras 33.69 126 Mozambique 51.61 
25 Estonia 14.73 76 Bhutan 33.96 127 Uzbekistan 52.25 
26 Chile 14.83 77 China 34.44 128 Guinea-Bissau 52.39 
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27 Costa Rica 14.89 78 Gambia 35.16 129 Philippines 52.73 
28 Germany 15.14 79 Syria 35.71 130 Uganda 52.74 
29 Czech Republic 15.18 80 Solomon Islands 35.79 131 Indonesia 53.26 
30 Croatia 15.31 81 Thailand 35.94 132 Congo, Rep. 53.47 
31 Latvia 15.51 82 Senegal 36.06 133 Central African Republic 53.62 
32 Uruguay 15.93 83 Paraguay 36.13 134 Pakistan 55.87 
33 Slovakia 16.41 84 Guyana 36.35 135 Algeria 56.03 
34 Greece 17.54 85 Turkmenistan 36.53 136 Zimbabwe 56.33 
35 Botswana 17.76 86 Equatorial Guinea 36.59 137 Yemen 56.77 
36 South Korea 18.46 87 Lesotho 37.37 138 India 56.90 
37 France 19.39 88 Saudi Arabia 37.68 139 Guinea 57.36 
38 Cyprus 19.41 89 Madagascar 37.77 140 Haiti 58.20 
39 Kuwait 20.27 90 Macedonia 37.92 141 Colombia 59.52 
40 Italy 20.31 91 Nicaragua 37.99 142 Angola 59.67 
41 Bahrain 20.59 92 Georgia 38.88 143 Rwanda 60.27 
42 Malaysia 20.96 93 Turkey 39.55 144 Nepal 61.97 
43 Fiji 21.39 94 Lebanon 39.75 145 Ethiopia 63.06 
44 United Kingdom 22.10 95 Bolivia 40.61 146 Sierra Leone 63.14 
45 Poland 22.75 96 Malawi 40.68 147 Liberia 63.74 
46 Cuba 23.26 97 Ghana 40.93 148 Nigeria 64.10 
47 Namibia 23.62 98 Egypt 41.48 149 Chad 64.20 
48 Belarus 23.66 99 Guatemala 42.00 150 Burundi 70.55 
49 Bulgaria 24.72 100 Cambodia 42.72 151 Sudan 70.56 
50 Spain 24.85 101 Benin 43.00 152 Afghanistan 71.68 






Comprehensive Political Instability Index (2005) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 1.09 52 Libya 24.56 103 Guatemala 43.77 
2 Luxembourg 4.61 53 Romania 24.75 104 Lebanon 43.81 
3 Sweden 5.36 54 Bahrain 24.94 105 Israel 44.04 
4 Ireland 5.49 55 Mongolia 25.71 106 Bolivia 44.90 
5 New Zealand 6.66 56 Trinidad & Tobago 26.83 107 Djibouti 44.94 
6 Norway 6.74 57 Jordan 27.33 108 Venezuela 44.96 
7 Switzerland 7.13 58 Armenia 27.34 109 Kyrgyzstan 45.06 
8 Austria 8.18 59 Tunisia 27.54 110 Russia 45.69 
9 Singapore 8.33 60 Panama 27.93 111 East Timor 46.49 
10 Slovenia 8.91 61 United States 28.23 112 Philippines 46.52 
11 Denmark 9.13 62 El Salvador 28.26 113 Kenya 46.59 
12 Portugal 9.35 63 Kazakhstan 28.32 114 Eritrea 46.97 
13 Mauritius 9.66 64 Dominican Republic 28.61 115 Mauritania 47.08 
14 Hungary 9.97 65 Brazil 28.63 116 Iran 47.20 
15 Netherlands 10.57 66 Ukraine 29.19 117 Indonesia 48.26 
16 Japan 11.03 67 Saudi Arabia 29.66 118 Mali 48.57 
17 Czech Republic 11.09 68 Mexico 31.04 119 Mozambique 48.66 
18 Australia 11.65 69 Albania 31.85 120 Zambia 48.73 
19 Germany 11.66 70 Gabon 32.30 121 Burkina Faso 49.00 
20 Slovakia 11.92 71 Moldova 32.81 122 Cameron 49.22 
21 United Arab Emirates 12.00 72 Morocco 32.93 123 Azerbaijan 49.42 
22 Chile 12.04 73 Swaziland 33.11 124 Algeria 50.02 
23 Qatar 12.67 74 Solomon Islands 33.58 125 Niger 50.11 
24 Canada 12.77 75 Nicaragua 34.09 126 Sri Lanka 51.54 
25 Latvia 12.83 76 Bosnia-Herzegovina 34.16 127 Guinea-Bissau 52.94 
26 Belgium 12.90 77 South Africa 34.58 128 Tajikistan 53.31 
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27 Uruguay 12.93 78 Gambia 35.05 129 Congo, Rep. 53.59 
28 Lithuania 13.39 79 Guyana 35.25 130 Yemen 53.71 
29 Costa Rica 14.02 80 Ghana 35.28 131 Togo 54.26 
30 Oman 14.64 81 China 35.56 132 Bangladesh 54.33 
31 Estonia 15.76 82 Turkmenistan 35.72 133 Haiti 55.06 
32 Cape Verde 16.13 83 Georgia 35.81 134 Uganda 55.64 
33 Greece 16.85 84 Madagascar 36.23 135 India 55.66 
34 Botswana 17.28 85 Honduras 36.24 136 Zimbabwe 56.19 
35 Italy 17.48 86 Bhutan 36.77 137 Angola 56.65 
36 South Korea 17.69 87 Turkey 36.81 138 Uzbekistan 56.84 
37 Cyprus 17.76 88 Senegal 37.14 139 Rwanda 56.98 
38 Malaysia 18.21 89 Syria 37.17 140 Central African Republic 57.41 
39 Croatia 18.73 90 Paraguay 37.31 141 Colombia 57.60 
40 France 18.77 91 Thailand 38.03 142 Guinea 58.00 
41 Poland 19.32 92 Lesotho 38.33 143 Pakistan 60.84 
42 Belarus 19.80 93 Equatorial Guinea 38.69 144 Nepal 61.88 
43 Namibia 21.46 94 Tanzania 39.60 145 Burundi 62.78 
44 Spain 21.63 95 Macedonia 41.66 146 Nigeria 62.98 
45 Kuwait 21.79 96 Egypt 42.05 147 Ethiopia 63.03 
46 Bulgaria 22.51 97 Comoros 42.52 148 Sierra Leone 63.12 
47 Cuba 22.77 98 Cambodia 42.69 149 Liberia 63.50 
48 Fiji 22.82 99 Benin 42.75 150 Chad 63.67 
49 United Kingdom 22.96 100 Laos (Lao PDR) 43.03 151 Afghanistan 70.16 
50 Vietnam 24.45 101 Malawi 43.34 152 Sudan 72.41 






Comprehensive Political Instability Index (2006) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 2.46 52 Vietnam 25.00 103 Mali 42.83 
2 Luxembourg 3.83 53 Libya 25.14 104 Malawi 43.27 
3 Switzerland 5.86 54 Ukraine 25.44 105 Bolivia 43.49 
4 Sweden 5.88 55 Mongolia 26.08 106 Gambia 43.62 
5 New Zealand 6.82 56 Dominican Republic 26.28 107 Egypt 43.85 
6 Singapore 7.39 57 Panama 26.47 108 Djibouti 44.21 
7 Norway 7.41 58 Spain 27.08 109 Kenya 44.92 
8 Ireland 7.73 59 Fiji 27.42 110 Venezuela 45.10 
9 Japan 8.46 60 Trinidad & Tobago 27.98 111 Mozambique 45.49 
10 Austria 8.56 61 Kazakhstan 28.17 112 Israel 45.57 
11 Slovenia 8.88 62 South Africa 29.20 113 Mauritania 45.82 
12 Denmark 9.27 63 Brazil 29.25 114 Indonesia 45.93 
13 Czech Republic 9.56 64 El Salvador 29.48 115 Azerbaijan 47.44 
14 Germany 9.72 65 Armenia 29.95 116 Eritrea 47.77 
15 Canada 9.80 66 Bahrain 30.17 117 Kyrgyzstan 47.80 
16 Hungary 10.32 67 Bosnia-Herzegovina 30.55 118 Zambia 48.38 
17 Portugal 10.84 68 Swaziland 31.05 119 Burkina Faso 48.62 
18 Australia 11.10 69 Bhutan 31.12 120 Haiti 49.08 
19 Botswana 11.29 70 Albania 31.73 121 Iran 49.13 
20 Uruguay 11.36 71 Morocco 31.92 122 Niger 49.36 
21 Netherlands 11.53 72 Moldova 32.32 123 Cameron 49.44 
22 United Arab Emirates 11.89 73 Gabon 32.80 124 Bangladesh 50.03 
23 Belgium 11.93 74 Solomon Islands 33.10 125 Guinea-Bissau 50.14 
24 Lithuania 12.09 75 Syria 33.68 126 Algeria 51.31 
25 Latvia 12.29 76 Saudi Arabia 34.01 127 Uganda 51.68 
26 Slovakia 13.18 77 Benin 34.44 128 Tajikistan 51.69 
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27 Costa Rica 13.38 78 Lesotho 34.47 129 Philippines 51.71 
28 Mauritius 13.55 79 Macedonia 35.14 130 Zimbabwe 52.06 
29 Estonia 13.97 80 Mexico 35.20 131 Sri Lanka 52.42 
30 United Kingdom 14.97 81 Turkmenistan 35.22 132 Lebanon 52.51 
31 Greece 15.00 82 Equatorial Guinea 35.45 133 Yemen 53.09 
32 Cape Verde 15.01 83 Madagascar 35.48 134 East Timor 53.46 
33 Qatar 15.33 84 Turkey 35.72 135 Uzbekistan 53.69 
34 Chile 15.87 85 Tanzania 35.85 136 Congo, Rep. 54.50 
35 Oman 15.88 86 Jordan 36.02 137 Colombia 54.71 
36 France 16.02 87 China 36.23 138 Angola 55.40 
37 Croatia 16.66 88 Honduras 36.45 139 Rwanda 55.85 
38 Italy 16.99 89 Nicaragua 37.38 140 India 56.00 
39 Cyprus 17.03 90 Senegal 37.53 141 Nepal 58.58 
40 Bulgaria 18.80 91 Ghana 38.36 142 Burundi 59.42 
41 South Korea 18.83 92 Paraguay 38.37 143 Central African Republic 60.76 
42 Kuwait 19.19 93 Georgia 38.39 144 Liberia 60.97 
43 Cuba 19.43 94 Laos (Lao PDR) 38.74 145 Guinea 61.24 
44 Poland 19.54 95 Guyana 39.85 146 Pakistan 62.30 
45 Namibia 20.62 96 Cambodia 40.25 147 Sierra Leone 62.86 
46 Malaysia 21.62 97 Peru 40.76 148 Ethiopia 63.38 
47 Belarus 22.51 98 Guatemala 41.09 149 Chad 64.72 
48 United States 23.22 99 Russia 41.23 150 Nigeria 65.84 
49 Romania 23.33 100 Togo 41.38 151 Afghanistan 69.36 
50 Argentina 24.09 101 Thailand 41.98 152 Congo, Dem. Rep. 74.27 






Comprehensive Political Instability Index (2007) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 2.48 52 Mongolia 23.49 103 Bolivia 42.00 
2 Luxembourg 2.63 53 United States 23.97 104 Cambodia 42.61 
3 Austria 5.65 54 Armenia 24.31 105 Mozambique 42.93 
4 Sweden 6.08 55 Tunisia 24.65 106 Mali 43.09 
5 Switzerland 6.17 56 Fiji 25.04 107 Gambia 43.37 
6 New Zealand 6.73 57 El Salvador 25.60 108 Malawi 43.39 
7 Ireland 7.43 58 Vietnam 26.10 109 Djibouti 43.68 
8 Singapore 8.03 59 Dominican Republic 26.15 110 Israel 43.75 
9 Denmark 8.09 60 Panama 26.16 111 Indonesia 43.90 
10 Norway 8.33 61 South Africa 26.22 112 Venezuela 44.04 
11 Slovenia 8.62 62 Kazakhstan 26.40 113 Tajikistan 44.76 
12 Slovakia 9.54 63 Trinidad & Tobago 26.97 114 Zambia 45.62 
13 Germany 9.91 64 Albania 27.42 115 Azerbaijan 46.16 
14 Czech Republic 10.00 65 Swaziland 27.59 116 Iran 46.59 
15 Canada 10.21 66 Bahrain 28.05 117 Mauritania 46.89 
16 Japan 10.36 67 Spain 28.78 118 Comoros 47.21 
17 Australia 10.97 68 Jordan 29.71 119 Burkina Faso 48.45 
18 Botswana 11.07 69 Benin 29.75 120 Eritrea 48.69 
19 United Arab Emirates 11.18 70 Gabon 30.01 121 Congo, Rep. 49.02 
20 Uruguay 11.94 71 Moldova 30.04 122 Uzbekistan 49.13 
21 Mauritius 12.22 72 Brazil 30.21 123 Kenya 49.18 
22 Lithuania 12.93 73 Nicaragua 30.41 124 East Timor 49.38 
23 Netherlands 12.95 74 Macedonia 30.80 125 Algeria 49.50 
24 Portugal 12.96 75 Madagascar 31.38 126 Cameron 49.65 
25 Belgium 13.11 76 Bhutan 31.55 127 Haiti 49.69 
26 Hungary 13.75 77 Solomon Islands 32.38 128 Guinea-Bissau 49.97 
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27 Poland 14.97 78 Morocco 32.42 129 Angola 50.99 
28 Qatar 15.12 79 Turkmenistan 32.67 130 Philippines 51.34 
29 Oman 15.33 80 Honduras 32.82 131 Bangladesh 51.69 
30 Cape Verde 15.35 81 Bosnia-Herzegovina 33.40 132 Uganda 52.36 
31 Costa Rica 15.38 82 Syria 33.87 133 Niger 52.59 
32 Estonia 15.53 83 Saudi Arabia 34.58 134 Zimbabwe 53.27 
33 Latvia 15.97 84 Georgia 35.07 135 Colombia 53.90 
34 Croatia 16.04 85 Equatorial Guinea 35.17 136 Rwanda 54.82 
35 United Kingdom 16.15 86 China 35.72 137 Yemen 55.00 
36 France 16.23 87 Tanzania 36.07 138 Sri Lanka 55.51 
37 Kuwait 16.42 88 Mexico 36.18 139 Lebanon 56.41 
38 Greece 16.53 89 Peru 36.82 140 India 56.48 
39 South Korea 16.61 90 Senegal 37.33 141 Burundi 56.68 
40 Cyprus 16.77 91 Turkey 37.60 142 Sierra Leone 57.07 
41 Namibia 17.36 92 Paraguay 37.71 143 Nepal 57.23 
42 Italy 17.95 93 Guyana 37.79 144 Liberia 58.40 
43 Chile 18.51 94 Russia 38.12 145 Central African Republic 62.41 
44 Bulgaria 19.36 95 Ghana 38.65 146 Ethiopia 63.73 
45 Cuba 19.60 96 Togo 40.14 147 Nigeria 63.91 
46 Belarus 20.34 97 Lesotho 40.32 148 Chad 64.66 
47 Argentina 22.55 98 Guatemala 41.33 149 Pakistan 67.04 
48 Malaysia 22.70 99 Kyrgyzstan 41.48 150 Guinea 67.26 
49 Romania 22.74 100 Laos (Lao PDR) 41.59 151 Congo, Dem. Rep. 71.99 
50 Ukraine 23.00 101 Egypt 41.66 152 Afghanistan 72.47 






Comprehensive Political Instability Index (2008) 
No. Country CPI No. Country CPI No. Country CPI 
1 Luxembourg 3.06 52 Malaysia 24.69 103 Laos (Lao PDR) 40.87 
2 Finland 3.19 53 Albania 24.89 104 Egypt 41.16 
3 Austria 4.75 54 El Salvador 25.00 105 Azerbaijan 42.23 
4 Switzerland 6.44 55 Tunisia 25.34 106 Indonesia 42.45 
5 Singapore 6.45 56 Argentina 25.41 107 Zambia 42.73 
6 Norway 7.01 57 Armenia 25.85 108 Mozambique 42.88 
7 Ireland 7.56 58 Trinidad & Tobago 26.02 109 Djibouti 42.93 
8 Slovenia 7.89 59 Dominican Republic 26.05 110 Mali 43.14 
9 Sweden 8.18 60 Fiji 26.25 111 Tajikistan 43.39 
10 New Zealand 8.38 61 Kazakhstan 26.39 112 Thailand 43.57 
11 Slovakia 8.78 62 Panama 26.71 113 East Timor 43.60 
12 Denmark 8.98 63 Vietnam 26.73 114 Eritrea 44.44 
13 Czech Republic 9.52 64 South Africa 27.56 115 Venezuela 45.13 
14 Canada 9.63 65 Bahrain 27.96 116 Israel 45.14 
15 Portugal 10.18 66 Bhutan 28.63 117 Comoros 45.87 
16 Australia 10.66 67 Macedonia 28.69 118 Malawi 46.34 
17 Germany 10.77 68 Swaziland 28.77 119 Congo, Rep. 46.53 
18 Botswana 11.05 69 Brazil 29.02 120 Iran 46.54 
19 Netherlands 11.71 70 Spain 30.15 121 Algeria 47.51 
20 Poland 11.73 71 Gabon 30.15 122 Uzbekistan 47.58 
21 Mauritius 11.85 72 Solomon Islands 30.16 123 Burkina Faso 48.69 
22 Uruguay 11.94 73 Jordan 30.42 124 Mauritania 48.70 
23 Japan 12.10 74 Nicaragua 31.51 125 Angola 49.69 
24 Lithuania 13.70 75 Turkmenistan 31.79 126 Uganda 49.88 
25 Hungary 13.83 76 Bosnia-Herzegovina 31.86 127 Bangladesh 50.10 
26 United Arab Emirates 14.50 77 Moldova 32.08 128 Haiti 50.36 
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No. Country CPI No. Country CPI No. Country CPI 
27 Oman 15.25 78 Benin 32.24 129 Cameron 50.38 
28 Cyprus 15.30 79 Senegal 32.62 130 Kenya 51.51 
29 Belgium 15.32 80 Morocco 33.65 131 Guinea-Bissau 52.41 
30 Cape Verde 15.80 81 Honduras 33.99 132 Lebanon 52.74 
31 Estonia 16.43 82 China 34.31 133 Philippines 52.97 
32 Croatia 16.53 83 Saudi Arabia 34.55 134 Niger 53.32 
33 Italy 16.59 84 Tanzania 34.97 135 Colombia 54.55 
34 France 16.61 85 Equatorial Guinea 35.23 136 Rwanda 54.80 
35 Namibia 17.09 86 Madagascar 35.68 137 Nepal 55.28 
36 Qatar 17.20 87 Syria 35.69 138 Sri Lanka 55.46 
37 United Kingdom 17.66 88 Kyrgyzstan 36.64 139 Zimbabwe 55.94 
38 Belarus 17.76 89 Paraguay 36.66 140 India 56.23 
39 Kuwait 17.84 90 Russia 37.07 141 Sierra Leone 57.33 
40 Chile 18.32 91 Lesotho 37.12 142 Liberia 58.59 
41 South Korea 18.55 92 Mexico 37.13 143 Burundi 58.97 
42 Cuba 18.79 93 Peru 38.14 144 Yemen 59.30 
43 Costa Rica 18.88 94 Ghana 38.47 145 Ethiopia 61.43 
44 Bulgaria 19.39 95 Turkey 38.66 146 Central African Republic 62.42 
45 Greece 20.28 96 Georgia 38.80 147 Nigeria 62.67 
46 Libya 20.55 97 Togo 39.16 148 Guinea 63.25 
47 Latvia 20.96 98 Guatemala 39.48 149 Chad 67.41 
48 Mongolia 21.61 99 Cambodia 39.99 150 Pakistan 68.57 
49 United States 22.82 100 Guyana 40.29 151 Iraq 72.07 
50 Romania 22.93 101 Gambia 40.71 152 Congo, Dem. Rep. 72.71 






Comprehensive Political Instability Index (2009) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 3.50 52 Armenia 24.27 103 Comoros 41.16 
2 Luxembourg 3.84 53 Tunisia 24.94 104 Laos (Lao PDR) 41.54 
3 Switzerland 5.75 54 Albania 25.15 105 East Timor 41.58 
4 Norway 7.04 55 Panama 25.17 106 Guatemala 41.79 
5 Austria 7.29 56 Dominican Republic 25.78 107 Turkey 41.80 
6 Singapore 8.15 57 El Salvador 25.92 108 Egypt 41.85 
7 Canada 8.30 58 Kazakhstan 25.93 109 Peru 42.46 
8 Sweden 8.81 59 Malaysia 26.54 110 Zambia 42.67 
9 Ireland 9.39 60 Trinidad & Tobago 26.62 111 Malawi 43.41 
10 New Zealand 9.53 61 Bahrain 26.91 112 Tajikistan 43.63 
11 Denmark 10.11 62 Greece 27.60 113 Mali 43.74 
12 Japan 10.64 63 Argentina 27.77 114 Eritrea 44.15 
13 Netherlands 11.05 64 Fiji 28.53 115 Congo, Rep. 44.41 
14 Poland 11.11 65 Bhutan 28.54 116 Uzbekistan 44.69 
15 Slovenia 11.13 66 Macedonia 28.73 117 Madagascar 44.73 
16 Slovakia 11.48 67 South Africa 29.10 118 Venezuela 45.63 
17 Czech Republic 11.50 68 Swaziland 29.57 119 Thailand 45.71 
18 Botswana 11.64 69 Ukraine 29.69 120 Haiti 46.70 
19 United Arab Emirates 11.83 70 Solomon Islands 30.15 121 Algeria 47.20 
20 Germany 12.13 71 Jordan 30.30 122 Cameron 47.67 
21 Australia 12.38 72 Morocco 31.04 123 Lebanon 47.98 
22 Belgium 12.87 73 Spain 31.13 124 Burkina Faso 48.83 
23 Portugal 13.17 74 Turkmenistan 31.89 125 Israel 49.04 
24 Uruguay 13.58 75 Benin 32.11 126 Mauritania 49.69 
25 Cape Verde 13.89 76 Lesotho 32.58 127 Angola 49.75 
26 Qatar 14.31 77 China 32.65 128 Bangladesh 49.78 
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No. Country CPI No. Country CPI No. Country CPI 
27 Mauritius 14.67 78 Honduras 32.69 129 Rwanda 50.09 
28 Namibia 15.33 79 Gabon 33.05 130 Uganda 50.41 
29 Lithuania 15.60 80 Bosnia-Herzegovina 33.97 131 Sri Lanka 50.76 
30 Chile 15.73 81 Nicaragua 34.13 132 Iran 50.89 
31 Costa Rica 15.97 82 Senegal 34.90 133 Guinea-Bissau 51.66 
32 Oman 16.00 83 Equatorial Guinea 34.98 134 Kenya 51.94 
33 Croatia 16.09 84 Moldova 35.58 135 Philippines 52.23 
34 Estonia 16.60 85 Tanzania 35.69 136 Niger 53.57 
35 Hungary 16.77 86 Syria 35.72 137 Zimbabwe 53.60 
36 France 17.39 87 Mexico 35.79 138 Colombia 53.81 
37 Belarus 18.20 88 Saudi Arabia 35.86 139 Nepal 54.10 
38 South Korea 18.78 89 Djibouti 37.18 140 Sierra Leone 54.79 
39 Cyprus 18.98 90 Kyrgyzstan 37.28 141 Liberia 55.20 
40 Latvia 19.35 91 Indonesia 37.56 142 Burundi 56.36 
41 Italy 19.35 92 Gambia 38.01 143 India 58.22 
42 Kuwait 19.57 93 Ghana 38.29 144 Nigeria 62.40 
43 Bulgaria 19.84 94 Paraguay 38.95 145 Ethiopia 62.81 
44 Romania 20.46 95 Togo 39.27 146 Yemen 62.93 
45 Libya 20.53 96 Russia 39.35 147 Guinea 64.56 
46 Mongolia 21.46 97 Bolivia 39.36 148 Central African Republic 64.67 
47 Cuba 21.69 98 Georgia 39.43 149 Chad 65.51 
48 United Kingdom 22.77 99 Cambodia 39.76 150 Pakistan 69.17 
49 Brazil 22.82 100 Azerbaijan 39.76 151 Iraq 69.62 
50 United States 23.60 101 Mozambique 39.84 152 Congo, Dem. Rep. 72.47 






Comprehensive Political Instability Index (2010) 
No. Country CPI No. Country CPI No. Country CPI 
1 Luxembourg 3.65 52 Brazil 25.58 103 Turkey 39.61 
2 Finland 3.98 53 Argentina 25.61 104 Laos (Lao PDR) 39.65 
3 Switzerland 6.44 54 Ukraine 25.95 105 Guatemala 39.88 
4 Norway 6.48 55 Greece 26.25 106 Zambia 39.98 
5 New Zealand 7.25 56 Armenia 26.34 107 Mozambique 40.15 
6 Austria 7.91 57 Belarus 26.49 108 Gambia 40.77 
7 Singapore 8.19 58 Panama 26.49 109 Mali 41.68 
8 Sweden 8.41 59 Dominican Republic 26.52 110 Tajikistan 42.10 
9 Denmark 9.26 60 Kazakhstan 26.83 111 Eritrea 42.34 
10 Slovakia 9.39 61 Libya 26.96 112 Uzbekistan 42.68 
11 Poland 9.89 62 Tunisia 27.08 113 Egypt 42.70 
12 Ireland 10.02 63 Albania 27.18 114 Malawi 43.39 
13 Czech Republic 10.31 64 Fiji 27.61 115 Sri Lanka 44.37 
14 Netherlands 10.97 65 South Africa 28.16 116 Israel 44.52 
15 Canada 11.12 66 Swaziland 28.41 117 Congo, Rep. 44.62 
16 Botswana 11.31 67 Spain 28.55 118 Venezuela 45.25 
17 Australia 11.75 68 Bhutan 28.60 119 Kenya 45.45 
18 Japan 11.84 69 Solomon Islands 29.45 120 Kyrgyzstan 45.49 
19 Slovenia 12.19 70 Jordan 29.68 121 Thailand 45.62 
20 Germany 12.86 71 Turkmenistan 30.09 122 Angola 46.72 
21 Uruguay 12.93 72 Benin 30.25 123 Madagascar 47.21 
22 Belgium 13.02 73 Morocco 30.66 124 Algeria 47.69 
23 United Arab Emirates 13.40 74 Macedonia 31.55 125 Bangladesh 48.07 
24 Portugal 14.07 75 Lesotho 31.84 126 Lebanon 48.50 
25 Costa Rica 14.32 76 Bahrain 32.06 127 Burkina Faso 49.15 
26 Hungary 14.53 77 Gabon 32.36 128 Rwanda 49.27 
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No. Country CPI No. Country CPI No. Country CPI 
27 France 14.53 78 Saudi Arabia 33.23 129 Iran 49.98 
28 Chile 14.55 79 Senegal 33.72 130 Colombia 50.17 
29 Lithuania 14.58 80 Bosnia-Herzegovina 34.58 131 Philippines 50.51 
30 Estonia 15.58 81 Moldova 34.68 132 Guinea-Bissau 50.91 
31 Cape Verde 15.61 82 Honduras 34.95 133 Mauritania 51.03 
32 Mauritius 15.81 83 Equatorial Guinea 35.10 134 Cameron 51.16 
33 Croatia 15.92 84 Azerbaijan 35.31 135 Liberia 52.58 
34 Namibia 15.96 85 China 35.49 136 Uganda 52.61 
35 Oman 16.69 86 Nicaragua 35.87 137 Zimbabwe 53.33 
36 Latvia 17.17 87 Ghana 35.88 138 Nepal 53.82 
37 Qatar 17.17 88 Tanzania 36.09 139 Sierra Leone 54.68 
38 Italy 17.40 89 Georgia 36.26 140 Haiti 54.76 
39 Cyprus 18.05 90 Mexico 36.32 141 Niger 56.88 
40 Kuwait 18.15 91 Paraguay 37.47 142 India 57.65 
41 United Kingdom 18.46 92 Djibouti 37.62 143 Burundi 58.72 
42 Bulgaria 19.71 93 Russia 38.37 144 Guinea 61.23 
43 South Korea 20.14 94 Guyana 38.61 145 Ethiopia 62.76 
44 Romania 21.17 95 Bolivia 38.64 146 Nigeria 63.33 
45 Mongolia 21.52 96 Indonesia 38.74 147 Yemen 64.11 
46 Cuba 21.83 97 East Timor 38.98 148 Chad 64.48 
47 United States 23.63 98 Comoros 39.03 149 Central African Republic 67.55 
48 Malaysia 24.16 99 Syria 39.15 150 Iraq 68.75 
49 El Salvador 24.96 100 Peru 39.25 151 Pakistan 68.96 
50 Trinidad & Tobago 25.10 101 Togo 39.29 152 Afghanistan 73.74 






Comprehensive Political Instability Index (2011) 
No. Country CPI No. Country CPI No. Country CPI 
1 Finland 4.24 52 El Salvador 24.22 103 Zambia 39.96 
2 Luxembourg 5.22 53 Malaysia 24.63 104 Mozambique 40.22 
3 Switzerland 5.63 54 Dominican Republic 25.14 105 East Timor 40.84 
4 New Zealand 6.06 55 Panama 25.37 106 Gambia 40.91 
5 Norway 6.33 56 Greece 25.77 107 Madagascar 41.25 
6 Sweden 6.38 57 South Africa 26.26 108 Thailand 41.31 
7 Austria 7.08 58 Belarus 26.34 109 Uzbekistan 41.79 
8 Singapore 7.70 59 Vietnam 26.51 110 Congo, Rep. 42.39 
9 Denmark 8.23 60 Ukraine 26.65 111 Tajikistan 42.39 
10 Netherlands 8.31 61 Fiji 27.21 112 Sri Lanka 42.43 
11 Czech Republic 8.33 62 Brazil 27.32 113 Venezuela 42.43 
12 Canada 8.80 63 Armenia 27.66 114 Israel 42.74 
13 Poland 8.87 64 Albania 28.62 115 Eritrea 42.99 
14 Japan 9.91 65 Solomon Islands 29.64 116 Malawi 43.72 
15 Slovakia 10.25 66 Benin 29.91 117 Mali 44.25 
16 Botswana 10.38 67 Tunisia 30.09 118 Kyrgyzstan 45.80 
17 Slovenia 10.54 68 Turkmenistan 30.46 119 Kenya 46.26 
18 Mauritius 10.62 69 Morocco 30.82 120 Colombia 47.09 
19 Ireland 10.70 70 Moldova 32.07 121 Angola 47.19 
20 Belgium 10.88 71 Gabon 32.08 122 Philippines 47.42 
21 Australia 10.93 72 Lesotho 32.11 123 Liberia 47.44 
22 Uruguay 11.34 73 Senegal 32.35 124 Iran 47.45 
23 United Arab Emirates 11.87 74 Kazakhstan 32.59 125 Lebanon 47.48 
24 Germany 12.09 75 Ghana 32.90 126 Bangladesh 48.00 
25 Hungary 13.58 76 Macedonia 32.91 127 Burkina Faso 48.10 
26 Portugal 13.79 77 Jordan 32.99 128 Cameron 48.49 
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No. Country CPI No. Country CPI No. Country CPI 
27 Lithuania 15.01 78 Swaziland 33.44 129 Egypt 48.63 
28 Namibia 15.41 79 Honduras 33.68 130 Haiti 48.74 
29 Croatia 15.62 80 Nicaragua 33.71 131 Algeria 48.79 
30 France 15.66 81 Tanzania 33.93 132 Rwanda 49.12 
31 Estonia 15.88 82 Cambodia 34.13 133 Libya 50.58 
32 Cyprus 15.91 83 China 34.16 134 Nepal 50.70 
33 United States 16.05 84 Saudi Arabia 35.37 135 Guinea-Bissau 51.25 
34 Cape Verde 16.58 85 Georgia 35.49 136 Mauritania 51.67 
35 Costa Rica 16.89 86 Paraguay 35.62 137 Zimbabwe 52.31 
36 Italy 16.92 87 Mexico 35.67 138 Uganda 52.50 
37 Qatar 17.11 88 Peru 35.96 139 Niger 54.18 
38 Chile 17.64 89 Guyana 36.68 140 Sierra Leone 54.55 
39 United Kingdom 19.19 90 Bosnia-Herzegovina 36.70 141 Syria 57.87 
40 Oman 19.68 91 Bolivia 36.83 142 India 58.00 
41 Latvia 19.95 92 Azerbaijan 37.56 143 Guinea 59.29 
42 South Korea 20.25 93 Indonesia 37.62 144 Burundi 60.23 
43 Bulgaria 20.38 94 Guatemala 37.63 145 Nigeria 60.38 
44 Kuwait 20.52 95 Djibouti 37.84 146 Ethiopia 62.01 
45 Cuba 21.28 96 Equatorial Guinea 38.02 147 Chad 63.28 
46 Mongolia 21.46 97 Laos (Lao PDR) 38.64 148 Iraq 64.53 
47 Romania 22.24 98 Comoros 38.97 149 Yemen 65.17 
48 Argentina 22.39 99 Togo 39.18 150 Central African Republic 68.09 
49 Trinidad & Tobago 22.50 100 Russia 39.40 151 Pakistan 71.22 
50 Bhutan 23.03 101 Turkey 39.40 152 Afghanistan 73.19 






Comprehensive Political Instability Index (2012) 
No. Country CPI No. Country CPI No. Country CPI 
1 Switzerland 4.10 52 Romania 23.61 103 Togo 40.49 
2 Finland 4.13 53 Belarus 24.26 104 Djibouti 40.49 
3 Luxembourg 4.92 54 Spain 24.49 105 Sri Lanka 40.78 
4 Austria 4.95 55 Brazil 24.85 106 Congo, Rep. 40.87 
5 New Zealand 6.12 56 Armenia 25.48 107 Gambia 40.92 
6 Singapore 6.24 57 Malaysia 25.69 108 Israel 41.03 
7 Norway 6.47 58 Lesotho 25.79 109 Uzbekistan 41.16 
8 Netherlands 7.23 59 Vietnam 25.82 110 Turkey 42.26 
9 Sweden 7.34 60 Fiji 26.16 111 Bahrain 42.32 
10 Canada 8.38 61 Albania 26.65 112 Thailand 42.45 
11 Slovakia 8.84 62 Ukraine 26.90 113 Kyrgyzstan 42.52 
12 Czech Republic 9.13 63 Panama 27.07 114 Venezuela 43.54 
13 Poland 9.27 64 Turkmenistan 27.30 115 Tajikistan 44.29 
14 Botswana 9.91 65 Benin 27.51 116 Eritrea 44.33 
15 Australia 10.03 66 Greece 27.67 117 Philippines 44.83 
16 Mauritius 10.24 67 South Africa 28.19 118 Kenya 45.07 
17 Japan 10.63 68 Solomon Islands 30.12 119 Iran 46.21 
18 Ireland 10.80 69 Senegal 30.48 120 Malawi 46.22 
19 Slovenia 10.96 70 Macedonia 30.82 121 Haiti 47.04 
20 Denmark 11.10 71 Ghana 30.91 122 Angola 47.26 
21 Belgium 11.34 72 Moldova 31.39 123 Egypt 47.53 
22 Qatar 11.63 73 Honduras 31.48 124 Bangladesh 47.54 
23 United Arab Emirates 12.24 74 Morocco 32.25 125 Liberia 47.64 
24 Germany 13.01 75 Bosnia-Herzegovina 32.27 126 Colombia 48.02 
25 Portugal 13.39 76 Gabon 32.33 127 Cameron 48.08 
26 Lithuania 13.39 77 Cambodia 32.52 128 Burkina Faso 48.27 
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No. Country CPI No. Country CPI No. Country CPI 
27 Uruguay 14.39 78 China 32.87 129 Lebanon 48.58 
28 Hungary 14.57 79 Kazakhstan 33.15 130 Rwanda 49.31 
29 Costa Rica 15.12 80 Swaziland 33.45 131 Sierra Leone 49.45 
30 Namibia 15.12 81 Tanzania 33.54 132 Algeria 49.85 
31 Cyprus 15.47 82 Jordan 33.73 133 Nepal 50.29 
32 Estonia 15.56 83 Saudi Arabia 34.04 134 Libya 50.99 
33 United States 15.59 84 Nicaragua 34.48 135 Mauritania 51.36 
34 Croatia 15.97 85 Tunisia 35.16 136 Zimbabwe 51.41 
35 Cape Verde 16.12 86 Equatorial Guinea 35.19 137 Uganda 51.95 
36 France 16.28 87 Indonesia 35.36 138 Niger 55.77 
37 Italy 16.96 88 East Timor 35.43 139 Guinea-Bissau 56.28 
38 Latvia 18.02 89 Mexico 35.60 140 Guinea 56.44 
39 United Kingdom 18.34 90 Georgia 35.68 141 India 57.72 
40 Oman 19.14 91 Bolivia 35.79 142 Burundi 59.39 
41 Chile 19.30 92 Laos (Lao PDR) 35.83 143 Chad 59.78 
42 Bulgaria 19.51 93 Guatemala 36.28 144 Nigeria 60.17 
43 Cuba 20.87 94 Russia 37.12 145 Ethiopia 62.25 
44 El Salvador 21.67 95 Guyana 37.14 146 Iraq 63.42 
45 South Korea 21.90 96 Peru 37.32 147 Yemen 66.52 
46 Dominican Republic 21.93 97 Azerbaijan 37.76 148 Syria 66.66 
47 Kuwait 22.09 98 Comoros 38.22 149 Mali 68.27 
48 Mongolia 22.43 99 Paraguay 38.57 150 Central African Republic 68.59 
49 Trinidad & Tobago 23.08 100 Madagascar 39.59 151 Pakistan 69.77 
50 Bhutan 23.13 101 Zambia 39.82 152 Afghanistan 72.66 




THE IMPACTS OF DEMOCRACY AND POLITICAL INSTABILITY  
ON ECONOMIC GROWTH  
 
4.1  Introduction 
As mentioned in the literature review, previous research has yielded controversial 
results when estimating the effects of political variables on economic growth. This 
has been mainly attributed to applying inappropriate econometric models and raises 
concern about the validity of the results. Previous studies also lacked a 
comprehensive definition of political variables in the context of political economy. 
This chapter introduces a general methodology of estimation to overcome these 
drawbacks using a more comprehensive concept of political variables, specifically 
democracy and political instability. 
 
Section 4.2 will outline the linear GMM estimation procedure used in this study. 
Section 4.3 will describe the design of an econometric model appropriate for 
estimation, which will also reveal the shortcomings of previous models and how they 
can be fixed. Data sources and requirements will be discussed in section 4.4, and 
empirical results will be presented and discussed in section 4.5. Here the impact of 
CDI and CPI on economic growth will be examined through System-GMM. This 
part discusses the role of political components of CDI and CPI on economic growth. 
By providing different scenarios, the robustness and the validity of estimated models 
will be checked. Section 4.6 describes the conduction of a sensitivity analysis to 
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assess the validity of the results through analyzing the CDI and CPI in terms of high 
or low levels of democracy or political instability. Final section 4.7 concludes. 
 
4.2 Theoretical Framework of GMM Models 
Following Mankiw, Romer and Weil (1992) and Barro and Sala-i-Martin (2004, 
chapter 1), the textbook Solow model is characterised as: 
 
 
!"# $ − !"# 0 = − 1 − )*+, !"# 0 + 1 − )*+, !". $ − 1 + /$ 
+ 1 − )*+,
0
1*0
!" 2 	− 1 − )*+,
0
1*0
!" " + / + 4                        (4.1) 
 
where y(t) refers to the logarithm of GDP per capita (or per worker) at time t to the 
initial GDP per capita, y(0), the initial level of technology, A(0), the technological 
progress rate, g, the saving rate, s, employment rate, n, depreciation rate, 4, the 
capital share of GDP, 5, and the convergence rate to the steady rate, 6. 
 
The augmented Solow model includes physical capital, 27, and human capital, 28, 
invested through the proportion of output with the convergence rate denoted by 9: 
 
!"# $ − !"# 0 = − 1 − )*:, !"# 0 + 1 − )*:, !". $ − 1 + /$ 
 + 1 − )*:, 0
1*0*;
!" 27 + 1 − )
*:, ;
1*0*;
!" 28  
− 1 − )*:,
0<;
1*0*;
!" " + / + 4                                                                         (4.2) 
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These two models provide a framework for cross-section analysis. Therefore, the 
general form of single cross-country regression starts with:26 
 
 /= = 5 + >#= + ?@= + A=					; 													C = 1,… ,F	                                    (4.3)  
 
where i represents the country, index /= is the average growth rate of real GDP per 
capita, #= denotes initial real GDP per capita, @= is a vector including other socio-
economic variables, and A= is an error term. Following Hoeffler (2002) and 
Nkurunziza and Bates (2003), equation (4.3) is not suitable for the analysis of the 
Solow model due to three drawbacks. First, the estimates will be biased if some 
variables in @= are endogenous. Second, omitted variable bias is likely, due to the 
heterogeneity problem among the N countries. Third, this specification does not use 
available temporal information. For instance, in a sample from 1990 to 2012 with 
biannual data, there is NT data points available, where T is equal to 11 in a balanced 
panel. However, the cross-section equation above uses only the N data points.  
 
The dynamic panel data approach resolves some of these drawbacks by adding a 
time dimension to the equation. This helps to increase the data point to NT and solves 
the heterogeneity problem.27 The panel data form therefore becomes: 
 
 /=,, = 5 + >#=,,*1 + ?@=,, + A=,,	                                                             (4.4) 
 
                                                
26 See Barro (1991), Levine and Renelt (1992), Sala-i-Martin (1997). 
27 As mentioned above, equation 4.3 does not take into account the heterogeneity problem 
(omitted variable bias) among countries. Using the time dimension and having a dynamic panel 
data model in the form of 4.4 helps resolve this problem. 
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where t denotes time. In order to consider the time invariant (unobserved country-
specific effects such as technology differences across countries) effects in equation 
(4.4), the error term should be decomposed into time invariant and time variant: 
 
 A=,, = G= + H=,,                                                                                          (4.5) 
 
where G= refers to the time invariant and H=,, is the time variant component. Hence, 
 
/=,, = 5 + >#=,,*1 + ?@=,, + G= + H=,,    .                                                (4.6) 
 
Equation (3.6) is equivalent to: 
 
#=,, − #=,,*1 = 5 + >#=,,*1 + ?@=,, + G= + H=,,                                         (4.7) 
 
By rearranging, the level equation is introduced as below: 
 
#=,, = 5 + >
∗#=,,*1 + ?@=,, + G= + H=,,                                                     (4.8) 
 
where >∗ = 1 + >. Hsiao (1986) mentions that if the OLS method is applied in 
estimating equation (4.8), then it will produce biased and inconsistent estimates due 
to the elimination of the time invariant component (G=). Caselli, Esquivel and Lefort 
(1996) also mention two types of inconsistency in cross-country analysis: correlation 
and endogeneity of independent variables. It is argued that the GMM will provide a 
solution for both problems. The estimated coefficient >∗ of model (4.8) in OLS 
estimation is more likely to be biased upward in the estimate of >∗. 28 In order to 
                                                
28 In the dynamic model of a growth regression M(G=O) ≠ 0 due to country-specific effects, 
which means a downward bias in the estimate of the convergence coefficient. For more detail, 
see Caselli, Esquivel and Lefort (1996). 
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solve the problem of inconsistency and correlation between G= and H=,,, a lagged 
GMM estimator has been suggested (Anderson & Hsiao 1982). Therefore, rewriting 
the panel (4.8) in terms of first differences gives the differenced equations below: 
 
Δ#=,, = >
∗Δ#=,,*1 + ?Δ@=,, + ΔH=,,         .                                                 (4.9) 
 
By removing the time invariant effect from the model, G=, the problem of omitted 
variable bias (heterogeneity) will be resolved. However, it seems that in equation 
(4.8), #=,,*1 is endogenous with H=,,*1. Since Δ#=,, and ΔH=,, are correlated, OLS 
estimations of equation (4.8) generate biased estimates of >∗, even if @=,, is strictly 
exogenous. Anderson and Hsiao (1982) suggest #=,,*O as a good instrument for 
Δ#=,,*1. Therefore, the vector of instrument is defined by S = [#=,,*O, Δ@=,,]. Arellano 
and Bond (1991) generalise Z to the following moments restrictions: 
 
                         M #=,,*V, ΔH=,, = 0								,									2 = 2,3, … , (X − 1) 
and, 
                        M @=,,*8, ΔH=,, = 0								,									ℎ = 1,2, … , (X − 1) 
 
The latter restriction entails that the @=,, regressor is strictly exogenous. However, 
some regressors in empirical models may not be exogenous.  Blundell and Bonds 
(1998) demonstrate that these lag-level instruments for current differences are not 
appropriate when the series are close to a random walk. In order to have an efficient 
instrument, GMM estimators should be computed in two stages. First, all instruments 
should be in a single vector: 
 
S∗ = [#,*O, #,*Z, . . . , Δ@,*1, Δ@,*O, … ] 
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Second, to combine the instruments in an efficient way, the inverse variance-
covariance matrix of the instruments, [\, should be computed. Hence, the GMM 





∗b#                                                 (4.10) 
 
Since ]^__ is constructed from the differenced equation (4.9), it is represented as 
“difference GMM” estimator. This estimator is more asymptotically efficient and 
consistent than the Anderson and Hsiao’s instrumental variable, due to more moment 
restrictions. Furthermore, the problem of endogeneity of the explanatory variables 
can be solved simply by internal instrument through exogenous variables within the 
system. In fact, for a GMM estimator, Blundell and Bonds (1998) recommend 




∗Δ#=,,*1 + ?Δ@=,, + ΔH=,,    
#=,, = 5 + >
∗#=,,*1 + ?@=,, + G= + H=,,                                                                            
    
The following restrictions for the levels equations are necessary to be satisfied: 
 
M ∆@=,,G= = 0                                                                                        (4.11) 
M ∆#=,,G= = 0                                                                                        (4.12) 
 
If @=,, and #=,, are time invariant, then sufficient conditions for (4.11) and (4.12) will 
be also satisfied (Arellano & Bover 1995). Hence, ∆@=,, and ∆#=,,*1	can be used as 
instruments in the levels equations. In addition, ∆@=,, can be used if  @=,, is strictly 
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exogenous; however, it should be replaced with ∆@=,,*1 if  @=,, is endogenous. The 
validity of these additional instruments can be examined by using either standard 
Sargan tests of overidentifying restrictions or Difference Sargan tests for comparing 
the results of first differenced GMM (DIF-GMM) and system GMM  (SYS-GMM). 
If the restrictions of (4.11) and (4.12) are valid, then the system GMM estimator will 
be more efficient than the differenced GMM estimator.  
 
If the unobserved country-specific effects are insignificant	(G= = 0), equation (4.8) 
changes to: 
 
#=,, = 5 + >
∗#=,,*1 + ?@=,, + H=,,                                                           (4.13) 
 
To estimate (4.13), endogenous regressors, @=,,, should be instrumented. To do this, 
the error terms are assumed to be serially uncorrelated. Hence, @=,, with one lagged 
period will be the valid instruments for @=,, in the levels equations. This method of 
estimation is referred as IV level.  To examine the existence of country-specific 
effects, equations (4.8) and (4.13) can be estimated through system GMM and IV 
levels respectively and the results compared. Due to the upward biasedness of >∗, 
estimate results at OLS levels and IV levels can show the presence of country-
specific effects. 
 
If other country-specific characteristics, such as geographical location, need to be 
considered in the model, then the equation (4.8) becomes:  
 
#=,, = 5 + >
∗#=,,*1 + ?@=,, + 4d= + G= + H=,,                                        (4.14) 
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where d= denotes measured country characteristics, which is possibly correlated with 
G= and/or H=,,. This model can be estimated through system GMM, provided that d= 
is uncorrelated with G=. This is a strong assumption, however, and if it does not come 
true, it would result in biased and inconsistent estimates of >∗, ? and 4. Hence, it 
would be better to estimate this equation in two steps: first, without d=, then 
regressing the residuals on d=. The procedure is: 
 
First step:       #=,, = 5 + >∗#=,,*1 + ?@=,, + G=∗ + H=,,                            (4.15) 
 
where G=∗ = 4d= + G=. Regardless of any correlation between d= and the error 
component, system GMM estimation will give consistent estimates of >∗ and ?. Now 
the >∗ and ? will be used in estimating the residuals of (4.15). Next, these residuals 
are estimated on d= as follows: 
 
Second step:      #=,, − 5 − >∗#=,,*1 − ?@=,, = 4d= + (G= + H=,,)          (4.16) 
 
In equation (4.16), if d= is not correlated with G= then consistent estimates of 4 will 
be obtained through OLS estimation. It seems that the error term (G= + H=,,) in 
equation (4.16) may display positive serial correlation due to the existence of 
unobserved country-specific effects. 
 
4.3 Empirical Design and Model Specification 
This theoretical estimation framework can now be applied to the growth equations. 
Following Levine, Loayza and Beck (2000), Hoeffler (2002) and Aisen and Veiga 
(2013) the empirical panel model for the economic growth is: 
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!"#=,, − !"#=,,*1 = >e!"#=,,*1 + >1 =̀,, + >Of=,, + >Zgh=,, + H= + i, + A=,,        (4.17) 
 
where # refers to GDP per capita, `	is a vector of economic variables, f is the 
democracy determinants of economic growth, gh represents the proxy of political 
instability; H=, i, and A=,, are the country-specific effect, time-specific effect and 
error term, respectively; and C, $ are subscripts for country and time period, 
respectively. Rearranging (4.17) gives the levels equation as follow: 
 
!"#=,, = j!"#=,,*1 + >1 =̀,, + >Of=,, + >Zgh=,, + H= + i, + A=,,                           (4.18) 
 
where j = 1 + >e. As discussed earlier, OLS estimation of this model causes 
endogeneity of lagged dependent variable (!"#=,,*1) with the country-specific effect 
(H=). In addition to bias, the OLS estimates will be inconsistent due to the possibility 
of correlation between !"#=,,*1 and A=,,, even if the error term is serially uncorrelated. 
If the number of time periods were large enough, then the bias problem would 
reduce. However, for the small time span used here, the individual effects (bias 
issue) can be eliminated by using the first-difference of equation (4.18): 
 
Δ#=,, = jΔ#=,,*1 + >1Δ =̀,, + >OΔf=,, + >ZΔgh=,, + Δi, + ΔA=,,                          (4.19) 
 
Since, in the differenced equation, the lagged dependent variable (Δ#=,,) is possibly 
correlated with ΔA=,, and the likely endogeneity of the explanatory variables, it is 
necessary to use the instruments. As before, it is assumed the error tern is serially 
uncorrelated and independent variables (`, f and gh) are weakly exogenous. 
Therefore, the following moment conditions are introduced as the instruments of the 
difference GMM estimator: 
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M(!"#=,,*V, A=,, − A=,,*1) = 0								klm				2 ≥ 2	; 	$ = 3,… , X,                  (4.20) 
M( =̀,,*V, A=,, − A=,,*1) = 0											klm				2 ≥ 2	; 	$ = 3,… , X,                   (4.21) 
M(f=,,*V, A=,, − A=,,*1) = 0											klm				2 ≥ 2	; 	$ = 3,… , X,                   (4.22) 
M(gh=,,*V, A=,, − A=,,*1) = 0									klm				2 ≥ 2	; 	$ = 3,… , X.                   (4.23) 
 
These lagged instruments (!"#=,,*V	, =̀,,*V, f=,,*V	o"p	gh=,,*V			klm	2 ≥ 2 ) are weak 
in the differenced equation (4.19), if the independent variables are persistent over 
time (Arellano & Bover 1995; Blundell & Bonds 1998). There will be some 
drawbacks in the difference estimator if it is required to consider the country-specific 
effect (H=), which is removed from (4.19). As mentioned, the system GMM estimator 
removes this potential bias and measurement errors, and in fact it combines the 
differenced equation with the levels equation. To drive appropriate instruments, two 
assumptions need to be satisfied. First, the following additional moments: 
 
M(!"#=,,*V − !"#=,,*V*1, H= + A=,,) = 0												klm				2 = 1,                     (4.24) 
M( =̀,,*V − =̀,,*V*1, H= + A=,,) = 0																			klm				2 = 1,                     (4.25) 
M(f=,,*V − f=,,*V*1, H= + A=,,) = 0																		klm				2 = 1,                      (4.26) 
M(gh=,,*V − gh=,,*V*1, H= + A=,,) = 0															klm				2 = 1.                      (4.27) 
 
Second, it should be assumed that there is no correlation between these lagged 
variables and country-specific effect. Hence, the instruments for the levels equation 
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are the lagged differences of the corresponding variables – that is, ∆!"#=,,*1, 
∆ =̀,,*1, 29 ∆f=,,*1 and ∆gh=,,*1.  
 
In order to have a consistent GMM estimator, the validity of the instruments should 
be checked through two tests: the Sargan test and the Blundell and Bonds test (1998). 
The former checks the overall validity of instruments and over-identification of 
restrictions. The latter will test whether the error term (A=,,) is serially uncorrelated. 
As Levine, Loayza and Beck (2000) have recommended, the serial correlation of the 
second-order error term will be tested in the differenced equation and the levels 
equation. It is possible that the primary error term might be serially uncorrelated, but 
the first-order error term might not be. Moreover, the difference-Sargan test is 
applied to check that right-hand-side variables are not serially correlated with the 
residuals. 
 
4.4 Data Requirements and Data Sources 
The levels equation (4.18) implies three main variables in the model: economic, 
democracy and political instability. The last two variables were discussed in the 
previous chapter, which also described the construction of the CDI and CPI indices. 
Other political variables relating to the CDI and CPI components30 are taken from 
the previous chapter.  The economic variables, like the political variables, were 
                                                
29 Note: If `=,, is endogenous, the ∆`=,,*1 will be an instrument in the levels equation. However, 
∆`=,, can be used as an instrument if `=,, is strictly exogenous. Instruments for democracy and 
political instability will be similar to `=,,. 
30 CDI components include FIW, IEF and VA; CPI components include PSAV, SFI, MEPV and 
WACE. 
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available annually from 2002 to 2012, and the relevant data was collected for 153 
countries. The source of economic data was the World Bank’s WDI.31 
 
All economic variables used in this chapter were taken from previous studies on 
economic growth.32 They are mainly based on Barro (1996) and Aisen and Veiga 
(2013). These variables are as follows: 
lny: GDP per capita   
G: General government final consumption expenditure (% of GDP) 
P: Inflation, consumer prices (annual %) 
Physical Capital (27): Gross capital formation (% of GDP) 
Human Capital (28O): School enrollment, primary (% net).33 
281: Public spending on education, total (% of GDP) 
POP: Population growth (annual %)  
 
The initial GDP per capita (!"#=,,*1) is interpreted as a convergence rate, which is 
expected to have a negative coefficient (Barro 1996). Economic growth here is 
calculated annually, rather than being an average over five or ten years, as many 
have used. Therefore, there will be an expected strong relationship between GDP per 
capita (!"#=,,) and its one lag (!"#=,,*1). It is also expected to have a negative value 
for population growth (POP), government expenditure (G) and the inflation rate (P). 
                                                
31 See http://databank.worldbank.org/data/home.aspx. 
32 See chapter2, tables 2.3 and 2.5. 
33 Net enrolment rate is the ratio of children of official school age who are enrolled in school to 
the population of the corresponding official school age. See 
 http://data.worldbank.org/indicator/SE.PRM.NENR. 
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Human capital (28O) and physical capital (27) are introduced as an inclusive 
definition of investment, and we would anticipate higher economic growth to be 
experienced with both human and physical capital; therefore, positive coefficients 
are expected.  Descriptive statistics of all variables are shown in table 4.1.  
 
4.5 Empirical Results 
The empirical analysis is divided into three parts. First, the individual and combined 
effects of the CDI, IEF, FIW and VA on GDP per capita growth are estimated. 
Second, the effects are estimated of the CPI and its components on economic growth. 
Third, the effects on economic growth of the two comprehensive political variables, 
CDI and CPI, are estimated for countries ranked in terms of high or low levels of 
democracy and political instability. 
 
4.5.1   Democracy and Economic Growth 
The results of system-GMM estimations are shown in tables 4.2 to 4.6.  In these 
tables, 153 countries were selected for study for the years 2002 to 2012.  The 
baseline model is presented in column 1 of the tables, and other extended models are 
shown in columns 2, 3 and 4. In general, if the number of instruments is larger than 
the number of countries, the t-statistics will be biased upwards. Therefore, the 
smallest lag length – that is, three lagged values of the GDP per capita and gross 
capital formation – was chosen to solve this problem and provide strong instruments. 
All explanatory variables were used in the first-differenced equations and their once-
lagged first-differences in the levels equation. Although this may lead to statistically 
insignificant results, at least the robustness problems are minimsed. 
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As can be seen from the tables, the validity of the results are acceptable due to the 
following reasons: 
• Hansen tests do not reject the validity of the instrument matrix. 
• Second-order autocorrelations, AR(2), are never rejected. Although in most 
tables the null hypothesis of “no autocorrelation in differenced residuals” 
[AR(1)] is always rejected, this is an acceptable issue because in 
∆)=, = )=, − )=,*1 and ∆)=,*1 = )=,*1 − )=,*O, both include )=,*1. The null 
hypothesis of AR(2) – that is, no autocorrelation in differenced levels – is 
valid and more important than AR(1) in this study because it detects 
autocorrelation in levels. 
• Difference-in-Hansen tests did not reject the validity of GMM instruments 
and IV instruments. This test examines the null hypothesis of “exogeneity 
of instrument subsets”.
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Table 4.1: Descriptive Statistics 
Variable  Obs. Mean Std. Dev. Min Max Sources 
GDP per capita (lny) 1888 8.08 1.62 4.89 11.38 WDI 
GDP per capita growth (annual %) 1715 2.79 5.59 -62.47 102.78 WDI 
General government final consumption expenditure (% GDP) 1800 16.04 8.38 2.05 132.08 WDI 
Population growth (annual %) 1900 1.57 1.65 -2.26 17.48 WDI 
Public spending on education (% GDP) 1113 4.74 1.87 0.60 15.61 WDI 
School enrolment, primary (% net) 1287 88.69 12.96 29.34 100.00 WDI 
Gross capital formation (% GDP) 1822 23.71 9.11 1.53 116.20 WDI 
Inflation (annual %) 1794 7.25 30.23 -18.11 1096.68 WDI 
Freedom in the World (FIW) 1881 3.39 1.93 1.00 7.00 FH 
Index of Economic Freedom (IEF) 1672 60.39 10.55 15.58 89.97 HF 
Voice and Accountability (VA) 1857 -0.11 0.99 -2.21 1.83 WGI 
Political Stability and Absence of Violence/Terrorism (PSAV) 1899 -0.11 0.97 -3.18 1.66 WGI 
State Fragility Index (SFI) 1704 8.92 6.40 0.00 24.00 INSCR 
Major Episodes of Political Violence (MEPV) 1714 0.44 1.28 0.00 9.00 INSCR 
Weighted Average of Coups d’état Event (WACE) 1703 0.01 0.05 0.00 0.47 AUTHOR 
Comprehensive Democracy Index (CDI) 1661 62.19 18.69 13.12 93.27 AUTHOR 
Comprehensive Political Stability Index (CPI) 1692 33.56 17.49 0.00 77.88 AUTHOR 
Sources: 
WDI: World Development Indicators, World Bank (2002-2012); 
FH: Freedom House (2002-2012); 
HF: Heritage Foundation (2002-2012); 
WGI: Worldwide Governance Indicators (2002-2012); 
INSCR: Integrated Network for Social Conflict Research (2002-2012). 
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In table 4.2, base model (1) supported the hypothesis that a positive association 
existed between CDI and economic growth. The CDI index was statistically 
significant at the ten per cent level and had the expected positive value. The 
estimated coefficient indicated that economic growth would increase by an average 
of 0.08 percentage points for every additional unit of CDI.  All other results were 
consistent with the study’s expectations and all of them were statistically significant. 
Initial GDP per capita had a negative value, which indicated there was a conditional 
income convergence across countries. As expected, population growth had a negative 
effect on per capita economic growth. In addition, primary education and gross 
capital formation increased economic growth. Although there are controversial 
studies34 regarding the effect of public spending on education on economic growth, 
the results of this study, in most cases, show a negative relationship between 
government education expenditure and economic expansion. 
 
With government expenditure in model (2), most results were similar to model (1), 
except for government expenditure and primary school enrolment variables. 
Although they had the expected values, they were not statistically significant. Model 
(3) included inflation, which was not statistically significant – a result that was 
expected due to its high standard deviation, reported in table 4.1. Finally, when all 
variables were considered in model (4), all of them had the expected positive or 
negative coefficients and were statistically significant, except for government 
expenditure, inflation and public expending on education.  
 
                                                
34 For instance, Blankenau and Simpson (2004) showed that the response of growth to public 
education expenditure was not monotonous, and depending on other factors, it may be positive or 
negative. 
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There are several ways to check for robustness regarding the validity of these 
empirical results. This was done by entering other dimensions of democracy as 
separate variables in tables 4.3 to 4.5. Table 4.3, which used the IEF, focuses on the 
economic dimension of democracy. As can be seen from this table, economic 
freedom had a positive effect on economic growth, and this finding was true for all 
models.  In table 4.3, a rise of 1% in the IEF led to a 0.0019% increase in growth. All 
other coefficients have assumed signs. In other words, initial GDP per capita, 
population growth and inflation had negative values, whereas human capital and 
physical capital had positive values. This result, which is consistent with Cebula 
(2011), demonstrates that economic democratisation can improve economic 
development.  
 
The FIW and VA indices measured the political and social aspects of freedom in 
democracy.  The negative value for the FIW coefficient in table 4.6 indicates that the 
greater the lack of freedom in the world, the less economic growth.  Table 4.5 reveals 
the same finding for VA. All other variables in these tables had the expected values, 
which confirmed the validity of results. 
 
Comparing tables 4.3 to 4.5 shows that among the democracy components, VA had 
the largest impact on economic growth while FIW made the least least contribution. 
To see how much this could be true, all three components of democracy were 
included and the results are reported in table 4.6.  Interestingly, FIW had a positive 
value and was statistically significant. The results in table 4.6 confirmed that VA 
made a greater contribution to promoting economic growth than the other two 
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components. In other words, political and social freedom are more effective than 
other components of democracy in encouraging economic growth. 
 
These results provide evidence that democracy has a positive and robust effect on 
economic growth. This study’s empirical results show that if the democracy level 
rises by 1%, then economic growth may increase by 0.0008%. These results are 
consistent with Acemoglu et al. (2014); Narayan, Narayan and Smyth (2011) and 
Cuberes and Jerzmanowski (2009), indicating that there is substantial evidence that 
less democracy constrains economic growth. The findings also reveal that human 









                                                
35 These results confirm previous empirical results like Tavares and Wacziarg (2001) in which 
democracy can foster economic growth through other channels such as human capital. 
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Table 4.2: Comprehensive Democracy Index and Economic Growth 
 (1) (2) (3) (4) 
     
Initial GDP per capita -0.0216*** -0.0208*** -0.0227*** -0.0199** 
 (-3.045) (-3.159) (-2.928) (-2.477) 
Population growth (annual %) -0.00714** -0.0110*** -0.00745** -0.00794*** 
 (-2.427) (-2.864) (-2.500) (-2.659) 
Public spending on education (% GDP) -0.00295** -0.0119* -0.00282* 0.000647 
 (-2.160) (-1.782) (-1.965) (0.217) 
School enrolment, primary (% net) 0.00101** 0.000825 0.00107** 0.000921* 
 (2.469) (1.653) (2.445) (1.959) 
Gross capital formation (% GDP) 0.00345*** 0.00270*** 0.00347*** 0.00347*** 
 (7.829) (6.172) (7.905) (8.646) 
General government final consumption expenditure(% GDP)  -0.00221  -0.00200 
  (-1.118)  (-1.167) 
Inflation (annual %)   -0.000397 -0.000472 
   (-0.981) (-1.167) 
Comprehensive Democracy Index (CDI) 0.000799* 0.00131*** 0.000802* 0.000799* 
 (1.807) (3.101) (1.783) (1.875) 
     
Number of observations 655 654 655 654 
Number of countries 118 118 118 118 
Hansen test (p-value) 0.426 0.317 0.463 0.365 
AR1 test (p-value) 0.018 0.006 0.023 0.030 
AR2 test (p-value) 0.085 0.058 0.081 0.096 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.973 0.851 0.987 0.941 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.897 0.884 0.892 0.858 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Common exogenous variables in all models including time dummies as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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Table 4.3: Index of Economic Freedom and Economic Growth 
 (1) (2) (3) (4) 
     
Initial GDP per capita -0.0318*** -0.0200** -0.0344*** -0.0256** 
 (-2.965) (-2.270) (-3.196) (-2.290) 
Population growth (annual %) -0.0118*** -0.0153*** -0.0126*** -0.0125*** 
 (-2.832) (-3.958) (-3.057) (-3.121) 
Public spending on education (% GDP) -0.00118 -0.00434 -0.00105 0.00862** 
 (-0.587) (-0.622) (-0.510) (2.207) 
School enrolment, primary (% net) 0.00140** 0.000960 0.00153*** 0.00131* 
 (2.473) (1.548) (2.633) (1.962) 
Gross capital formation (% GDP) 0.00285*** 0.00212*** 0.00287*** 0.00293*** 
 (5.447) (4.470) (5.431) (6.832) 
General government final consumption expenditure (% GDP)  -0.00522**  -0.00492** 
  (-2.272)  (-2.322) 
Inflation (annual %)   -0.000637 -0.000938* 
   (-1.339) (-1.838) 
Index of Economic Freedom (IEF) 0.00245** 0.00182** 0.00255** 0.00190** 
 (2.380) (2.059) (2.512) (2.076) 
     
Number of observations 665 664 665 664 
Number of countries 119 119 119 119 
Hansen test (p-value) 0.464 0.434 0.570 0.403 
AR1 test (p-value) 0.023 0.007 0.038 0.045 
AR2 test (p-value) 0.063 0.060 0.056 0.088 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.930 0.984 0.984 0.889 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.810 0.960 0.955 0.895 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 





Table 4.4: Freedom in the World and Economic Growth 
 (1) (2) (3) (4) 
     
Initial GDP per capita -0.0311*** -0.0278*** -0.0356*** -0.0320*** 
 (-4.224) (-3.385) (-4.183) (-3.446) 
Population growth (annual %) -0.0134*** -0.0146*** -0.0151*** -0.0168*** 
 (-3.338) (-3.296) (-3.469) (-3.572) 
Public spending on education (% GDP) -0.00265 0.00345 -0.00278 0.00496 
 (-1.279) (0.967) (-1.330) (1.252) 
School enrolment, primary (% net) 0.000849* 0.000611 0.00105** 0.000768 
 (1.909) (1.366) (2.180) (1.629) 
Gross capital formation (% GDP) 0.00259*** 0.00258*** 0.00254*** 0.00252*** 
 (5.694) (6.148) (5.356) (5.890) 
General government final consumption expenditure (% GDP)  -0.00354*  -0.00425* 
  (-1.667)  (-1.874) 
Inflation (annual %)   -0.000975* -0.00107* 
   (-1.763) (-1.814) 
Freedom In the World (FIW) -0.0127*** -0.0143*** -0.0133*** -0.0152*** 
 (-3.199) (-3.469) (-3.122) (-3.579) 
     
Number of observations 655 654 655 654 
Number of countries 118 118 118 118 
Hansen test (p-value) 0.153 0.223 0.253 0.286 
AR1 test (p-value) 0.007 0.010 0.020 0.025 
AR2 test (p-value) 0.066 0.092 0.057 0.088 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.834 0.927 0.954 0.949 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.189 0.478 0.815 0.944 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.5: Voice and Accountability and Economic Growth 
 (1) (2) (3) (4) 
     
Initial GDP per capita -0.0371*** -0.0350*** -0.0380*** -0.0364*** 
 (-4.154) (-3.578) (-3.981) (-3.521) 
Population growth (annual %) -0.0108** -0.0118*** -0.0111** -0.0123*** 
 (-2.525) (-2.867) (-2.582) (-3.021) 
Public spending on education (% GDP) -0.00199 0.00265 -0.00181 0.00302 
 (-0.971) (0.780) (-0.904) (0.886) 
School enrolment, primary (% net) 0.00147*** 0.00133** 0.00153*** 0.00140** 
 (2.800) (2.396) (2.822) (2.516) 
Gross capital formation (% GDP) 0.00301*** 0.00298*** 0.00304*** 0.00301*** 
 (6.192) (6.989) (6.314) (7.028) 
General government final consumption expenditure (% GDP)  -0.00260  -0.00276 
  (-1.346)  (-1.416) 
Inflation (annual %)   -0.000555 -0.000552 
   (-1.065) (-1.093) 
Voice and Accountability (VA) 0.0321*** 0.0345*** 0.0310*** 0.0346*** 
 (3.062) (3.279) (2.970) (3.178) 
     
Number of observations 655 654 655 654 
Number of countries 118 118 118 118 
Hansen test (p-value) 0.199 0.223 0.242 0.227 
AR1 test (p-value) 0.021 0.027 0.033 0.042 
AR2 test (p-value) 0.055 0.073 0.053 0.070 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.862 0.828 0.834 0.786 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.149 0.402 0.293 0.342 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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Table 4.6:	Democracy Components and Economic Growth 
 (1) (2) (3) (4) 
     
Initial GDP per capita -0.0302*** -0.0130* -0.0251*** -0.0148** 
 (-2.990) (-1.750) (-2.969) (-2.097) 
Population growth (annual %) -0.0102*** -0.0120*** -0.00912** -0.0135*** 
 (-2.878) (-3.177) (-2.521) (-3.670) 
Public spending on education (% GDP) -0.00221 0.00569 -0.00261* 0.00633** 
 (-1.383) (1.479) (-1.835) (1.986) 
School enrolment, primary (% net) 0.00102** 0.000710** 0.000866** 0.000917** 
 (2.245) (1.998) (2.145) (2.328) 
Gross capital formation (% GDP) 0.00340*** 0.00276*** 0.00359*** 0.00264*** 
 (6.974) (5.102) (7.694) (4.479) 
General government final consumption expenditure (% GDP)  -0.00362**  -0.00393*** 
  (-2.084)  (-2.652) 
Inflation (annual %)   -0.000159 -0.00104** 
   (-0.464) (-2.349) 
Index of Economic Freedom (IEF) 0.00110** 0.00243** 0.000880** 0.00271** 
 (2.098) (2.534) (2.041) (2.468) 
Voice and Accountability (VA) 0.0472** 0.0194 0.0378** 0.0129 
 (2.505) (0.577) (2.321) (0.419) 
Freedom in the World (FIW) 0.0167** 0.0245** 0.0138** 0.0241** 
 (2.603) (2.039) (2.376) (2.115) 
     
Number of observations 654 654 655 654 
Number of countries 118 118 118 118 
Hansen test (p-value) 0.558 0.982 0.531 0.986 
AR1 test (p-value) 0.039 0.038 0.042 0.055 
AR2 test (p-value) 0.055 0.080 0.061 0.068 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.969 1.000 0.973 1.000 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.892 1.000 0.895 1.000 
Sources: See table 4.1 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation and were treated as endogenous (GMM instruments) in models (1) and (3), and in models (2) and (4) “general government 
final consumption expenditure” was added as an exogenous variable as well. Three period lagged of these variables were used as instruments in the first-difference 
equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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4.5.2   Political Instability and Economic Growth 
The results of political instability and its components are shown in tables 4.7 to 4.14. 
The results were calculated using the GMM for 153 countries over the time period 
2002–2012 and presented in two models: a baseline model, and a model including 
inflation to represent instability.36 
 
Table 4.7 depicts the negative impact of the CPI on economic growth indicating that 
the growth rate will reduce by 0.0016% if CPI increases by 1%. All other 
explanatory variables have the expected signs and they are statistically significant.  
 
There are several tests for robustness that can be carried out to check those findings 
supporting the adverse effect of the political stability CPI index on economic growth. 
Since this index measures four forms of instability, it is possible that each of these 
have a different effect on economic growth.  The results of the tests for robustness 
for alternative variables are reported in tables 4.8–4.11. In table 4.8, the PSAV shows 
a positive relationship between political stability and GDP growth, while WACE, 
MEPV and SFI show an adverse impact. The Weighted Average of Coups d’état 
Event is the most influential factor, reversing the economic trend by 0.073% on 
average, followed by Major Episodes of Political Violence, which reverses the trend 
by 0.015% on average. As can be seen in the tables, all forms of political instability 
have a negative impact on economic growth, except when they are measured by the 
PSAV. 
 
                                                
36 Although all models have been estimated by government expenditure, no meaningful 
coefficient has been detected. Therefore, this explanatory variable was removed from the results. 
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As the CPI index measures the size and longevity of impacts, it is worth separating 
each of these dimensions to examine how much they affect economic growth. The 
results are presented in tables 4.12 and table 4.13, respectively. Table 4.12 presents 
the results for size impacts using the indices WACE and MEPV, with and without 
inflation. The WACE has the expected sign and is statistically significant. Similarly, 
the SFI in table 4.13 has the expected sign and is also statistically significant. In 
terms of the impact of size, WACE has a major role in destabilising economic 
growth, while for the impact of longevity; the SFI has mainly taken this role. 
 
Finally, table 4.14 depicts general effects of the four political instability indicators on 
growth. Despite the fact that WACE is the only statistically significant variable, all 
instability variables have shown the expected and consistent results. It is obvious 





Table 4.7:	Comprehensive Political Stability Index and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0290*** -0.0347*** 
 (-4.108) (-4.095) 
Population growth (annual %) -0.00749** -0.00859** 
 (-2.050) (-2.295) 
Public spending on education (% GDP) -0.00326* -0.00312* 
 (-1.840) (-1.684) 
School enrolment, primary (% net) 0.00104** 0.00124** 
 (2.476) (2.615) 
Gross capital formation (% GDP) 0.00266*** 0.00262*** 
 (5.321) (5.238) 
Inflation (annual %)  -0.00106** 
  (-2.204) 
Comprehensive Political Stability Index (CPI) -0.00137** -0.00157** 
 (-2.296) (-2.405) 
   
Number of observations 643 643 
Number of countries 116 116 
Hansen test (p-value) 0.279 0.370 
AR1 test (p-value) 0.018 0.033 
AR2 test (p-value) 0.099 0.087 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.622 0.950 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.461 0.560 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.8:	Political Stability and Absence of Violence/Terrorism and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0274*** -0.0337*** 
 (-3.964) (-4.567) 
Population growth (annual %) -0.0114*** -0.0132*** 
 (-3.036) (-3.371) 
Public spending on education (% GDP) -0.00180 -0.00155 
 (-0.912) (-0.703) 
School enrolment, primary (% net) 0.00145*** 0.00175*** 
 (2.903) (3.038) 
Gross capital formation (% GDP) 0.00254*** 0.00246*** 
 (5.137) (4.990) 
Inflation (annual %)  -0.00137** 
  (-2.551) 
Political Stability and Absence of Violence/Terrorism (PSAV) 0.0125* 0.0148* 
 (1.807) (1.968) 
   
Number of observations 646 646 
Number of countries 117 117 
Hansen test (p-value) 0.315 0.410 
AR1 test (p-value) 0.019 0.038 
AR2 test (p-value) 0.077 0.057 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.600 0.936 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.456. 0.584 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.9:	Weighted Average of Coups d’état Event and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0170*** -0.0210*** 
 (-5.194) (-5.298) 
Population growth (annual %) -0.00949*** -0.0108*** 
 (-3.290) (-3.395) 
Public spending on education (% GDP) -0.00229* -0.00213* 
 (-1.967) (-1.733) 
School enrolment, primary (% net) 0.000951*** 0.00115*** 
 (2.911) (3.249) 
Gross capital formation (% GDP) 0.00316*** 0.00321*** 
 (6.980) (6.935) 
Inflation (annual %)  -0.00111*** 
  (-2.628) 
Weighted Average of Coups d’état Event (WACE) -0.0681** -0.0730** 
 (-2.189) (-2.276) 
   
Number of observations 646 646 
Number of countries 117 117 
Hansen test (p-value) 0.255 0.317 
AR1 test (p-value) 0.030 0.052 
AR2 test (p-value) 0.164 0.147 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.678 0.901 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.411 0.393 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.10:	Major	Episodes	of	Political	Violence and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0196*** -0.0226*** 
 (-4.556) (-4.644) 
Population growth (annual %) -0.0117*** -0.0129*** 
 (-3.284) (-3.641) 
Public spending on education (% GDP) -0.00297** -0.00295* 
 (-1.992) (-1.716) 
School enrolment, primary (% net) 0.000880** 0.000983** 
 (2.107) (2.019) 
Gross capital formation (% GDP) 0.00273*** 0.00270*** 
 (5.030) (4.866) 
Inflation (annual %)  -0.000977** 
  (-2.300) 
Major Episodes of Political Violence (MEPV) -0.0150 -0.0150* 
 (-1.629) (-1.665) 
   
Number of observations 643 643 
Number of countries 116 116 
Hansen test (p-value) 0.223 0.244 
AR1 test (p-value) 0.023 0.039 
AR2 test (p-value) 0.086 0.073 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.931 0.979 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.910 0.907 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Two period lagged of these variables were used as instruments in 
the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.11:	State	Fragility	Index	and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0264*** -0.0300*** 
 (-3.636) (-3.630) 
Population growth (annual %) -0.00306 -0.00325 
 (-0.721) (-0.726) 
Public spending on education (% GDP) -0.00307** -0.00319*** 
 (-2.516) (-2.627) 
School enrolment, primary (% net) 0.000587* 0.000631** 
 (1.924) (2.045) 
Gross capital formation (% GDP) 0.00318*** 0.00318*** 
 (5.681) (5.563) 
Inflation (annual %)  -0.000676* 
  (-1.723) 
State Fragility Index (SFI) -0.00459** -0.00516** 
 (-2.114) (-2.087) 
   
Number of observations 644 644 
Number of countries 117 117 
Hansen test (p-value) 0.345 0.381 
AR1 test (p-value) 0.029 0.040 
AR2 test (p-value) 0.130 0.119 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.746 0.843 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.648 0.480 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 




Table 4.12:	Size Impact Variables and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0193*** -0.0233*** 
 (-4.441) (-5.086) 
Population growth (annual %) -0.0102** -0.0111*** 
 (-2.405) (-2.702) 
Public spending on education (% GDP) -0.00344** -0.00320** 
 (-2.353) (-2.224) 
School enrolment, primary (% net) 0.000828 0.00106 
 (1.234) (1.579) 
Gross capital formation (% GDP) 0.00289*** 0.00289*** 
 (5.312) (5.071) 
Inflation (annual %)  -0.00107** 
  (-2.553) 
Weighted Average of Coups d’état Event (WACE) -0.201*** -0.199*** 
 (-2.912) (-2.815) 
Major Episodes of Political Violence (MEPV) -0.0123 -0.0142 
 (-1.449) (-1.503) 
   
   
Number of observations 644 644 
Number of countries 117 117 
Hansen test (p-value) 0.178 0.250 
AR1 test (p-value) 0.024 0.036 
AR2 test (p-value) 0.281 0.268 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.397 0.704 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.233 0.441 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous. 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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Table 4.13:	longevity Impact Variables and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0290*** -0.0322*** 
 (-3.678) (-3.817) 
Population growth (annual %) -0.00227 -0.00219 
 (-0.420) (-0.390) 
Public spending on education (% GDP) -0.0135** -0.0133** 
 (-2.213) (-2.202) 
School enrolment, primary (% net) 0.000571 0.000714* 
 (1.449) (1.683) 
Gross capital formation (% GDP) 0.00300*** 0.00302*** 
 (6.250) (6.376) 
Inflation (annual %)  -0.000714 
  (-1.624) 
Political Stability and Absence of Violence/Terrorism (PSAV) 0.00340 0.00259 
 (0.445) (0.292) 
State Fragility Index (SFI) -0.00579** -0.00624** 
 (-2.224) (-2.150) 
   
   
Number of observations 643 643 
Number of countries 116 116 
Hansen test (p-value) 0.287 0.338 
AR1 test (p-value) 0.012 0.022 
AR2 test (p-value) 0.078 0.073 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.736 0.807 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.620 0.608 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables including time dummies were treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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Table 4.14:	Political Instability Components and Economic Growth 
 (1) (2) 
   
Initial GDP per capita -0.0175* -0.0213* 
 (-1.867) (-1.940) 
Population growth (annual %) -0.0154** -0.0166** 
 (-2.140) (-2.273) 
Public spending on education (% GDP) -0.0138*** -0.0133** 
 (-2.808) (-2.448) 
School enrolment, primary (% net) 0.000530 0.000897 
 (0.490) (0.981) 
Gross capital formation (% GDP) 0.00329*** 0.00329*** 
 (7.448) (6.985) 
Inflation (annual %)  -0.000888** 
  (-2.251) 
Weighted Average of Coups d’état Event (WACE) -0.200** -0.180** 
 (-2.409) (-2.256) 
Major Episodes of Political Violence (MEPV) -0.00360 -0.00125 
 (-0.228) (-0.0817) 
Political Stability and Absence of Violence/Terrorism (PSAV) 0.000625 0.00241 
     (0.0489) (0.183) 
State Fragility Index (SFI) -0.00134 -0.00133 
 (-0.355) (-0.345) 
   
Number of observations 643 643 
Number of countries 116 116 
Hansen test (p-value) 0.270 0.251 
AR1 test (p-value) 0.014 0.023 
AR2 test (p-value) 0.223 0.193 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.946 0.940 
Difference-in-Hansen tests: IV instruments for levels (p-value) 0.574 0.347 
Sources: See table 4.1 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Three period lagged of these variables were used as instruments 
in the first-difference equations and their once lagged first-differences in the levels equation. 
- Other variables were treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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In summary, the CDI and CPI indices affect economic growth positively and 
negatively respectively. Whilst their levels of significance are lower than the original 
dimensions that comprise these indices, the fact that these comprehensive indices are 
significant at all is noteworthy, since they have standard deviations of 18.69 (CDI) 
and 17.49 (CPI), as reported in table 4.1. This will be discussed further in the next 
section. 
 
4.6 Sensitivity Analysis (Decomposition by CDI and CPI rank) 
To answer the question of how the level of democracy and political instability affects 
economic growth, all countries were classified as democratic or non-democratic, as 
well as stabilised or destabilised. More specifically, countries with CDI rates of 
75.00 and higher were considered democratic (HCDI), while those with rates less 
than 45.00 were less democratic (LCDI). In the same way, countries with CPI rates 
of 20.00 and lower were considered stabilised (LCPI), while countries with CPI rates 
higher than 50.00 were less stabilised (HCPI). We would expect economic growth to 
be positive for HCDI and LCPI, and negative for LCDI and HCPI. 
 
As table 4.15 shows, economic growth is positively affected by democracy in 
countries where democracy is ranked high. It also shows that countries with a low 
ranking for democracy will experience a negative impact on economic growth. In 
other words, a low level of democracy is a preventive factor in boosting economic 
activity. An alternative interpretation is that a negative value for LCDI may be an 
indicator of dictatorship regimes. In other words, low-level democracy coincides 
with a high level of political instability. In fact, these countries seem to experience 
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politically destabilising events such as wars, local conflicts and coups d’état. In table 
4.15, all other parameters have the expected signs.  
 
The results in table 4.16 provide evidence, although weak, that a high level of 
political instability hinders economic growth. Although the coefficient is not 
statistically significant, it indicates that nations who have seen a stable political 
system may benefit from progressive economic growth. By comparing the 
coefficients of HCPI and LCPI, it is evident that both have a very similar weight on 












Table 4.15: High and Low Comprehensive Democracy Index 
 (1) (2) 
   
Initial GDP per capita -0.0135** -0.0145*** 
 (-2.563) (-2.799) 
Population growth (annual %) -0.00775*** -0.00703** 
 (-2.635) (-2.498) 
Public spending on education (% GDP) 0.00506* -0.000260 
 (1.767) (-0.0802) 
School enrolment, primary (% net) 0.000561 0.000833** 
 (1.582) (2.080) 
Gross capital formation (% GDP) 0.00364*** 0.00366*** 
 (7.999) (7.739) 
General government final consumption expenditure(% GDP) -0.00456*** -0.00141 
 (-3.140) (-0.823) 
Inflation (annual %) -0.000569 -0.000406 
 (-1.407) (-1.011) 
High Comprehensive Democracy Index (HCDI) 0.0258**  
 (2.271)  
Low Comprehensive Democracy Index (LCDI)  -0.0276* 
  (-1.816) 
   
Number of observations 654 654 
Number of countries 118 118 
Hansen test (p-value) 0.244 0.264 
AR1 test (p-value) 0.032 0.023 
AR2 test (p-value) 0.132 0.174 
Difference-in-Hansen tests: GMM instruments for levels (p-values) 0.954 1.909 
Difference-in-Hansen tests: IV instruments for levels (p-values)  0.712 0.709 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Two period lagged of these variables were used as instruments 
for HCDI and LCDI in the first-difference equations and their once lagged first-differences in the levels equation. 
- Common exogenous variables in all models including time dummies as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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Table 4.16: High and Low Comprehensive Political Instability Index 
 (1) (2) 
   
Initial GDP per capita -0.0170** -0.0143*** 
 (-2.188) (-5.114) 
Population growth (annual %) -0.00872*** -0.00735** 
 (-2.941) (-2.451) 
Public spending on education (% GDP) -0.00256** -0.00445*** 
 (-2.113) (-3.033) 
School enrolment, primary (% net) 0.000937** 0.000475* 
 (2.393) (1.805) 
Gross capital formation (% GDP) 0.00338*** 0.00328*** 
 (6.625) (6.605) 
Inflation (annual %) -0.000695* -0.000484 
 (-1.837) (-1.540) 
High Comprehensive Political Instability Index (HCPI)  -0.0388* 
  (-1.828) 
Low Comprehensive Political Instability Index (LCPI) 0.00522  
 (0.235)  
   
Number of observations 643 643 
Number of countries 116 116 
Hansen test (p-value) 0.293 0.004 
AR1 test (p-value) 0.057 0.052 
AR2 test (p-value) 0.084 0.293 
Difference-in-Hansen tests: GMM instruments for levels (p-values) 0.976 0.963 
Difference-in-Hansen tests: IV instruments for levels (p-values)  0.714 0.869 
Sources: See table 4.1 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita and gross capital formation were treated as endogenous (GMM instruments). Two period lagged of these variables were used as instruments 
for HCPI and LCPI in the first-difference equations and their once lagged first-differences in the levels equation. 
- Common exogenous variables in all models including time dummies as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is rejected: ***, 1%; **, 5%, and *, 10%. 
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4.7 Summary and Conclusion 
This chapter describes an innovative GMM approach to econometric modeling and 
estimation based on the newly defined political variables of the CDI and CPI. Its 
main contribution is to incorporate two overlooked features of democracy, economic 
and social freedom, into the political freedom aspect of democracy. In addition, 
including the variable of political instability allows us to take into account the 
longevity and size impacts of political events causing instability. The outcome for 
this study was the design of CDI and CPI as two new political economic indicators.   
 
When we include CDI and CPI into the specified model, we find that in most 
specifications economic growth is positively affected by CDI, and negatively 
through CPI. The results extracted from system-GMM regressions indicate that the 
negative impact of CPI outweighs the positive effects of CDI on economic growth. 
In terms of the CDI’s components, Voice and Accountability makes a higher 
contribution in promoting economic growth. All CPI components were also 
consistent with the primary assumptions. More specifically, WACE, MEPV and SFI 
had an adverse impact on GDP growth, while PSAV had a positive effect. The 
Weighted Average of Coups d’état Event, among other CPI components, was the 
most influential factor affecting economic growth. In terms of the impacts of size and 
longevity, WACE and SFI were respectively the main discouraging factors to 
economic growth. 
 
This study found some evidence that countries with a high level of democracy and 
low levels of instability were more likely to experience economic growth than non-
democratic countries and/or with politically fragile systems. The next chapter will 
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explore the simultaneity and possible causations between these political, economic 























SIMULTANEITY IN ECONOMIC GROWTH, POLITICAL INSTABILITY, 
DEMOCRACY AND INVESTMENT  
 
5.1 Introduction 
As discussed in chapter two, few studies have dealt with empirical issues, such as 
simultaneity and causality in economic growth, in the context of democracy and 
political instability. While economists consider democracy and political instability as 
exogenous variables or jointly endogenous, political scientists treat economic growth 
as an exogenous variable. This chapter will examine the interrelationships between 
economic growth, political instability and democracy. The issue of simultaneity will 
be the primary focus, to determine whether these variables are exogenous or 
endogenous. A simultaneous equations model will be used to identify the direct and 
indirect effects of political variables on economic growth. These political variables 
are the CDI and CPI indices. 
 
The rest of this chapter is organized as follows. Section 5.2 discusses the 
methodology and results of previous research on the effects of democracy on 
economic growth. Three endogenous models are introduced and estimated through 
GMM method to understand how democracy and other variables influence each 
other. Section 5.3 applies the same methodology and GMM estimation to analyse the 
interdependencies between political instability and these other variables. The impact 
of longevity and size will also be discussed in more detail. Sections 5.2 and 5.3 
investigate the direct and indirect effects of democracy and political instability on 
economic growth through the investment. Section 5.4 concludes the chapter.  
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5.2 Democracy 
5.2.1 Methodology and Model 
When measuring the effect of democracy and political instability on economic 
growth, studies face similar issues of simultaneity and endogeneity. Although several 
studies have shown that democracy has a positive impact on GDP growth, very few 
studies have focused on the impact of growth on democracy.  As table 2.3 shows, 
studies in the first group have yielded contradictory results – that is, positive, 
negative and no robust relationships between economic growth (dependent variable) 
and democracy (independent variable). Barro (1989) found that fewer political rights 
led to lower GDP per capita growth. Dasgupta (1990) confirmed Barro’s findings, 
showing that political and civil liberties enhanced per capita income and growth. 
Drury, Krieckhaus and Lusztig (2006) verified previous studies in which democracy 
was found to have an indirect positive impact on economic growth. Acemoglu et al. 
(2014), by using either standard or GMM estimators, showed that democratisation 
improved GDP per capita in the long term by 20 per cent. In contrast, researchers 
such as Tavares and Wacziarg (2001) have argued that democracy adversely affects 
output, indicating that the overall effect of democracy on economic growth is 
moderately negative. Furthermore, studies by Marsh (1988), Levine and Renelt 
(1992) and De Haan and Siermann (1996a) have argued that no robust analysis exists 
between democracy and economic growth. 
 
All of these studies investigate the effects of democracy on economic growth. Only a 
few scholars have discussed the reverse: the effects of economic growth on 
democracy. One of these, Helliwell (1994), attempted to identify, from a political 
point of view, the nexus between democracy and economic factors. He considered 
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democracy as a function of GDP and found that the effect of income on democracy 
was robust and positive. However, a simultaneous determination revealed that the 
partial effect of democracy on GDP growth was negative and insignificant. 
 
Another work by Narayan and Smyth (2011), a remarkable empirical works in 
determining two rounds of democracy and economic growth, concluded that a 
positive effect from both sides was evident whether democracy ran from economic 
growth or vice versa. 
 
Keeping this all in mind, designing a relevant economic growth model that takes 
democracy into account needs to start with the work of Mankiw, Romer and Weil 
(1992), Barro and Sala-i-Martin (2004, chapter1). As discussed in the section on 
political instability, a simultaneous equations system is needed to identify the 
endogenity of political and economical variables. Another reason would be drawing 
a distinction between politics and economic literatures. In other words, there is a 
need to design a framework that is able to represent each perspective. 
 
From the economic point of view, the economic growth model is proposed as: 
 
! = #$ + #&'()& + #*+ + #,-. + #/0 +	#2343 + #53 + #67ℎ1 + #:.;+ + <	       (5.6)  
 
where all variables in this equation are the same as for equation 5.1 with the added 
variables of CDI, inflation rate (P) and public spending on education (Sh1). As 
discussed in chapters 2 and 3, democracy does not have a single dimension; in terms 
of freedom, it encompasses political, economic and social freedom. Therefore CDI, 
as a composite index, comprises three indicators: FIW, IEF and VA. The majority of 
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evidence shows there is a positive association between economic growth and 
democracy, so a positive sign in #: is expected. 
 
However, political science also believes that democracy may be affected by 
economic growth. For example, Barro (1996, 1999) argued that democracy was 
associated with GDP per capita, primary education level, some measures of standard 
living and regional dummy variables. Using the simultaneous equations system, Feng 
(1997) defined the democracy equation as a function of economic growth, political 
stability and some predetermined variables such as the primary school enrolment rate 
and two dummy variables – Islam and Confucianism – to account for possible 
cultural effects. Gupta, Madhavan and Blee (1998) also included independent 
variables in the democracy equation, including GDP per capita, the ratio of income 
share of the top and bottom 20 per cent of population growth, and regional dummies 
for communist countries and Middle Eastern countries. Minier (2001) introduced 
into his model the price of democracy, income, education level, existing democracy 
level and other possible democracy determinants such as trade openness and the size 
of the middle class. Based on these studies, the democracy equation from a political 
point of view was defined as: 
 
.;+ = 	=$ + =&.;+()& + =*! + =,-. + =/+>? + =2@A + =5?+B + C                      (5.7) 
 
This equation measures the impact of growth on democracy, which includes one lag 
of CDI; economic growth, !; primary school enrolment as human capital, -.; and 
three main components of democracy, IEF, VA and FIW. It is also expected that all 
variables, except FIW, will be positively correlated with democracy. In fact, equation 
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5.7 indicates how democracy may benefit from economic growth through other 
channels. 
 
As discussed earlier, an investment function needs to be included in the simultaneous 
equation systems to measure the indirect effect of democracy on economic growth. 
The CDI is therefore included in this equation to investigate how investment is 
affected by the political variable of democracy. A one-lag democracy is also 
included in order to examine how the process of investment may lag behind 
democracy.  The investment function is defined as: 
 
+ = D$ + D&+()& + D*! + D,E + D/F?;+ + D2.;+ + D5.;+G−1 + I                    (5.8) 
 
where all economic and non-economic coefficients are anticipated to be positively 
correlated with investment. 
 
The simultaneous system comprises three equations: 
 
! = #$ + #&'()& + #*+ + #,-. + #/0 +	#2343 + #53 + #67ℎ1 + #:.;+ + < 
.;+ = 	=$ + =&.;+()& + =*! + =,-. + =/+>? + =2@A + =5?+B + C 
+ = D$ + D&+()& + D*! + D,E + D/F?;+ + D2.;+ + D5.;+G−1 + I 
 
The above system has been designed to show the endogeneity and interrelationships 
between economic growth, democracy and investment. These three equations will be 





A number of different data sources were used to estimate the system of equations. 
The WDI37 provides data for most economic variables, including investment, 
primary school enrolment, government final consumption expenditure, population 
growth, inflation, imports of goods and services, net inflows of foreign direct 
investment, and interest rate spread. The Index of Economic Freedom comes from 
The Wall Street Journal and The Heritage Foundation,38 while data collected from 
WGI39 covers Political Stability and Absence of Violence/Terrorism. Other sources 
for political variables were obtained from Freedom House (Freedom in the World)40 
and the Integrated Network for Social Conflict Research41 (Coups d’état Events, 
Major Episodes of Political Violence, and State Fragility Index). The CPI and 
WACE indices were computed in chapter 3. Table 5.1 is reproduced from chapter 3, 
with the inclusion of two additional variables: net inflows of foreign direct 




                                                
37 See: http://databank.worldbank.org/data/home.aspx. 
38 See: www.heritage.org/index/. 
39 See: http://info.worldbank.org/governance/wgi/index.aspx#home. 
40 See: www.freedomhouse.org/report-types/freedom-world#.VCuKhxYauqk. 
41 See: http://www.systemicpeace.org/inscrdata.html 
 144 
Table 5.1: Descriptive Statistics 
Variable  Obs. Mean Std. Dev. Min Max Sources 
GDP per capita (lny) 1888 8.08 1.62 4.89 11.38 WDI 
GDP per capita growth (annual %) 1715 2.79 5.59 -62.47 102.78 WDI 
General government final consumption expenditure(% GDP) 1800 16.04 8.38 2.05 132.08 WDI 
Population growth (annual %) 1900 1.57 1.65 -2.26 17.48 WDI 
School enrolment, primary (% net) 1287 88.69 12.96 29.34 100.00 WDI 
Public spending on education (% GDP) 1113 4.74 1.87 0.60 15.61 WDI 
Gross capital formation (% GDP) 1822 23.71 9.11 1.53 116.20 WDI 
Inflation (annual %) 1794 7.25 30.23 -18.11 1096.68 WDI 
Net inflows of foreign direct investment (% of GDP) 1878 5.70 12.49 -57.43 430.61 WDI 
Imports of goods and services (% of GDP) 1869 47.98 26.83 9.91 224.43 WDI 
Freedom in the World (FIW) 1881 3.39 1.93 1.00 7.00 FH 
Index of Economic Freedom (IEF) 1672 60.39 10.55 15.58 89.97 HF 
Voice and Accountability (VA) 1857 -0.11 0.99 -2.21 1.83 WGI 
Political Stability and Absence of Violence/Terrorism (PSAV) 1899 -0.11 0.97 -3.18 1.66 WGI 
State Fragility Index (SFI) 1704 8.92 6.40 0.00 24.00 INSCR 
Major Episodes of Political Violence (MEPV) 1714 0.44 1.28 0.00 9.00 INSCR 
Weighted Average of Coups d’état Event (WACE) 1703 0.01 0.05 0.00 0.47 AUTHOR 
Comprehensive Democracy Index (CDI) 1661 62.19 18.69 13.12 93.27 AUTHOR 
Comprehensive Political Stability Index (CPI) 1692 33.56 17.49 0.00 77.88 AUTHOR 
Sources: 
WDI: World Development Indicators, World Bank (2002-2012); 
FH: Freedom House (2002-2012); 
HF: Heritage Foundation (2002-2012); 
WGI: Worldwide Governance Indicators (2002-2012); 
INSCR: Integrated Network for Social Conflict Research (2002-2012). 
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5.2.3 Results   
Tables 5.2 to 5.4 list the two-step dynamic GMM estimates of the three equations 
from 2002 to 2012 for 153 countries. The first column states the economic growth 
model, the second column lists the CDI, and the last column includes the estimated 
investment results. 
 
All the coefficient values in the economic growth model reported in table 5.2 were as 
expected and statistically significant, except for human capital and the rate of 
inflation. Although these two independent variables were not statistically significant, 
both results were consistent with theory – that is, human capital (represented by 
primary school enrolments) has a positive impact on economic growth but inflation 
adversely influences economic growth. Meanwhile, the estimate showed that on 
average, a one-unit increase in democracy level implied a 0.11 per cent increase in 
economic growth. In the comprehensive democracy model, democracy was 
positively associated with economic growth, but the results for a one-period lag in 
democracy were not statistically significant. The results reveal that HC, index of 
economic freedom, and voice and accountability had positive coefficients that were 
significantly different from zero, implying that, ceteris paribus, any improvement in 
education and economic freedom along with taking more responsibility and ensuring 
the accountability of governments will help increase democracy. Since FIW is a 
combined index of Political Rights and Civil Rights,42 the negative value for FIW in 
the CDI model implies that the more a country benefits from political and social 
freedom, the higher its democracy level will rise. In the third column, it can be seen 
that investment is positively influenced by economic growth, suggesting that a 1 per 
                                                
42 This index is scaled from 1 (most free) to 7 (least free). 
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cent increase in economic growth will result in a large 14.43 per cent increase in 
gross capital formation. The estimated investment model shows that almost all 
coefficients have the expected value and are statistically significant. The only 
exception was the one-lag CDI, which was significantly negative. This result 
suggests that investment was negatively influenced by democracy in the previous 
period. The coefficient of Net inflow of Foreign Direct Investment (NFDI) was 
positive but insignificant. 
 
Following Tavares and Wacziarg (2001), who conclude that democracy incentivise 
growth through human capital channel, the above simultaneous equations can also 
help to identify some policy channels through which democracy may help economic 
growth. Generally speaking, any increase in human capital (CDI equation) will result 
in democracy improvement and therefore economic growth would be affected 
positively through democracy advancing. The results in table 5.2 confirm this 
conclusion by Tavares and Wacziarg (2001). 
 
In order to investigate the impact of high and low levels of democracy among 
countries through the dynamic panel GMM model, all countries were classified in 
terms of whether they were democratic or less democratic. More precisely, countries 
with a CDI level of 75.00 level and higher were classified as democratic nations 
(HCDI) and countries with a level less than 45.00 were classified as less-democratic 
nations (LCDI). This enabled analysis of the impact of different levels of democracy 
on economic growth and investment in the simultaneous equations system, as well as 
exploration of the endogeneity of these variables. The CDI equation was modified to 
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HCDI and LCDI in order to recognise these differences. The results for the relevant 
models are presented in tables 5.2 and 5.3 respectively. 
 
Comparing these two tables reveals that economic growth for high and low levels of 
democracy has the expected value for all explanatory variables. The findings show 
that any improvement in the level of democracy will increase the output growth rate 
and any reduction would reduce it. It is also evident that by looking at the 
coefficients for the HCDI and LCDI, the impact of democracy in democratic 
countries is larger than in countries with low levels of democracy. In other words, the 
more democratised a country, the more benefit is obtained from economic growth. 
The coefficients of economic growth and one-lagged in HCDI are positive but 
insignificant, whereas the LCDI model reflects a negative value for the growth rate 
that is strongly significant. These results suggest that weakening economic growth 
may result in a lowering of the democracy level. They also suggest that a low or high 
level of democracy may depend on the level of democracy in the previous period. As 
can be seen from the tables, IEF and FIW produced the expected values and were 
significant. Interpreting the LCDI model, if a country benefits from more economic 
freedom, it will see a reduction in being of a low level of democracy. The coefficient 
calculated for FIW indicates that the less political and social freedom in a country, 
the lower its level of democracy. It is important to note that the VA variable was 
removed from the model as its coefficient was statistically insignificant and did not 
have the expected value. The investment equation included in tables 4.9 and 4.10 
shows a strong positive association of economic growth, representing the furthermost 
effect on investment in democratic countries compared with countries with low level 
of democracy. It is also positively correlated with investment in the previous period. 
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However, the estimated results reveal that investment has a fragile relationship with 
democracy in the current and previous periods. To express this in a different way, 
investment is adversely affected by HCDI and positively by one lag in HCDI. These 
relationships are found to be opposite in LCDI countries. The NFDI showed a 


























Table 5.2:  Dynamic Panel GMM Estimates through CDI Model 
 g CDI I 
    
GDP growth rate (g) - 0.758 14.43* 
 - (0.113) (1.681) 
Initial GDP per capita (l.lny) -0.0149** - - 
 (-2.494) - - 
Gross capital formation (I)  0.00295*** - - 
 (6.052) - - 
One lagged gross capital formation (l.I) - - 0.621*** 
 - - (6.649) 
Public spending on education (Sh1) -0.00941* - - 
 (-1.967) - - 
School enrolment, primary (HC) 0.000548 0.0229** - 
 (1.261) (2.579) - 
General government final consumption expenditure (G) -0.00324** - - 
 (-2.581) - - 
Population growth (POP) -0.00999*** - - 
 (-2.692) - - 
Inflation (P) -3.08e-05 - - 
 (-0.0769) - - 
Comprehensive Democracy index (CDI) 0.00110*** - 0.155* 
 (2.924) - (1.791) 
One lagged Comprehensive Democracy index (l.CDI) - 0.0131 -0.207** 
 - (0.382) (-2.221) 
Index of Economic Freedom (IEF) - 0.318*** - 
 - (16.15) - 
Voice and Accountability (VA) - 7.335*** - 
 - (6.389) - 
Freedom in the World (FIW) - -4.713*** - 
 - (-10.63) - 
Imports of goods and services (M) - - 0.245*** 
 - - (3.225) 
Net inflows of foreign direct investment (NFDI) - - 0.153 
 - - (1.184) 
    
Number of observations 654 666 962 
Number of countries 118 119 135 
Hansen test (p-value) 0.721 0.431 0.174 
AR1 test (p-value) 0.008 0.647 0.002 
AR2 test (p-value) 0.076 0.958 0.277 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.967 0.988 0.392 
Difference-in-Hansen tests: IV instruments for levels (p-value)  1.000 0.450 0.470 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, CDI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 
rejected: ***, 1%; **, 5%, and *, 10%. 





Table 5.3: Dynamic Panel GMM Estimates through High CDI (HCDI) Model 
 g HCDI I 
    
GDP growth rate (g) - 0.575 31.03*** 
 - (0.364) (3.559) 
Initial GDP per capita (l.lny) -0.0192*** - - 
 (-3.947) - - 
Gross capital formation (I)  0.00362*** - - 
 (7.827) - - 
One lagged gross capital formation (l.I) - - 0.755*** 
 - - (10.01) 
Public spending on education (Sh1) -0.00337** - - 
 (-2.296) - - 
School enrolment, primary (HC) 0.000863*** 0.00489** - 
 (2.637) (2.244) - 
General government final consumption expenditure (G) 0.000277 - - 
 (0.449) - - 
Population growth (POP) -0.00624** - - 
 (-2.219) - - 
Inflation (P) -0.000362 - - 
 (-0.957) - - 
High Comprehensive Democracy index (HCDI) 0.0251** - -0.732* 
 (2.149) - (-1.948) 
One lagged High Comprehensive Democracy index (l.HCDI) - 0.135 0.962** 
 - (0.681) (2.242) 
Index of Economic Freedom (IEF) - 0.00960** - 
 - (2.294) - 
Freedom in the World (FIW) - -0.154*** - 
 - (-4.045) - 
Imports of goods and services (M) - - 0.0997** 
 - - (2.262) 
Net inflows of foreign direct investment (NFDI) - - 0.0480 
 - - (0.775) 
    
Number of observations 654 666 649 
Number of countries 118 119 118 
Hansen test (p-value) 0.630 0.929 0.583 
AR1 test (p-value) 0.019 0.123 0.017 
AR2 test (p-value) 0.095 0.242 0.800 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.999 1.000 0.956 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.967 0.547 0.995 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, HCDI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 
rejected: ***, 1%; **, 5%, and *, 10%. 






Table 5.4: Dynamic Panel GMM Estimates through Low CDI (LCDI) Model 
 g LCDI I 
    
GDP growth rate (g) - -3.334*** 27.85** 
 - (-2.894) (2.597) 
Initial GDP per capita (l.lny) -0.0105*** - - 
 (-3.357) - - 
Gross capital formation (I)  0.00349*** - - 
 (8.043) - - 
One lagged gross capital formation (l.I) - - 0.793*** 
 - - (10.76) 
Public spending on education (Sh1) 0.00113 - - 
 (0.446) - - 
School enrolment, primary (HC) 0.000618** 0.0121*** - 
 (1.998) (3.432) - 
General government final consumption expenditure (G) -0.00235* - - 
 (-1.890) - - 
Population growth (POP) -0.00702*** - - 
 (-2.626) - - 
Inflation (P) -0.000376 - - 
 (-1.062) - - 
Low Comprehensive Democracy index (LCDI) -0.0166* - -0.538 
 (-1.791) - (-0.575) 
One lagged Low High Comprehensive Democracy index (l.LCDI) - 0.361*** 0.214 
 - (3.255) (0.220) 
Index of Economic Freedom (IEF) - -0.0198*** - 
 - (-4.095) - 
Freedom in the World (FIW) - 0.124*** - 
 - (4.662) - 
Imports of goods and services (M) - - 0.0724* 
 - - (1.964) 
Net inflows of foreign direct investment (NFDI) - - 0.158 
 - - (1.485) 
    
Number of observations 654 666 649 
Number of countries 118 119 118 
Hansen test (p-value) 0.698 0.817 0.174 
AR1 test (p-value) 0.024  0.014 0.004 
AR2 test (p-value) 0.141 0.534 0.733 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.919 0.999 0.395 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.571 0.135 0.601 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, LCDI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 
rejected: ***, 1%; **, 5%, and *, 10%. 






In order to determine whether or not CDI has a causal positive effect on economic 
growth, the direct and indirect effects of CDI were examined. One way to explore 
this is to differentiate the growth equation that has both concurrent investment and 
CDI, the latter instrumented by lagged CDI. In other words, the following 
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The two above equations show the effect of democracy on economic growth in terms 
of the current ( 45
4678
) period and previous period ( 45
4678:;<
). The first equation is 
divided into direct and indirect effects through investment, while the second equation 
represents only the indirect effect of democracy in the last period. All these inter-
temporal effects are listed in table 5.5. It should be noted that the total effect was 
computed by adding direct and indirect effects, apart from the source of variation of 
democracy on economic growth. 
 
The current period effect depicts that all three types of democracy have the expected 
results, implying a positive impact of democracy on economic growth. For instance, 
a low level of democracy lowers economic progress both directly and indirectly 
through investment. In fact, on the one hand, the lack of democracy will be one of 
the main hindrances to economic development. On the other hand, successful 
experiences of democratic countries in achieving sustainable economic growth show 
that the total effect of democracy on economic performance, despite the negative 
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value for the indirect effect, is greater than for other countries that benefit less from 
democracy or suffering from a lack of it. The total effect of democracy in the 
previous period for HCDI and LCDI is positive and negative, respectively, as 
expected. The reason why the total effect of CDI becomes negative is that investment 
found the effect of democracy negative and strongly significant in the last period. 
However, when it comes to classifying countries in terms of a high or level of 
democracy (HCDI and LCDI), the expected results were obtained.   
 
              Table 5.5: Periodical Analysis of CDI Effect on Economic Growth 
Current Period  '" '#$% ('" '%)('% '#$%) Total Effect 
'" '#$% 0.0011 0.00046 0.00156 
'" '>#$% 0.02510 -0.00265 0.02245 
'" '?#$% -0.01660 -0.00188 -0.01848 
Previous Period ('" '#$%)('#$% '#$%./0) ('" '%)('% '#$%./0) Total Effect 
'" '#$%./0 0.00001 -0.00061 -0.00060 
'" '>#$%./0 0.00339 0.00348 0.00687 
'" '?#$%./0 -0.00599 0.00075 -0.00525 
 
 
5.3 Political Instability 
5.3.1 Methodology and Model 
Economists consider political instability (PI) in economic growth modeling as 
exogenous, while political scientists treat economic growth as exogenous. The 
literature review in chapter 2 reveals that while a large number of studies have dealt 
with the former approach, the latter approach has not been paid enough attention. 
Many economists, inter alia, Alesina et al. (1996), Fosu (2002); Gurgul and Lach 
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(2013) and Aisen and Veiga (2013) argue that low economic performance in 
countries – especially the less or least-developed countries – can be explained by 
political instability events.43 However, the empirical results of other studies show a 
different impact of political instability. For instance, Polachek and Sevastianova 
(2012) found that PI had a negative impact on growth and suggested that civil wars 
and inter-state conflicts decelerated the rate of economic growth. The positive and 
negative impacts of PI have been identified by Feng (1997), who concluded that 
there was a positive relationship with major and minor regular government change, 
but a negative relationship with irregular government change.  Fosu (2002) examined 
three forms of coups and find that an abortive coup and coup plots adversely 
influenced economic growth.  
 
The design of the empirical economic growth model used here, comprising political 
instability, relies on Mankiw, Romer and Weil (1992) and Barro and Sala-i-Martin 
(2004, chapter1), as discussed in the previous chapter (and also shown in equation 
3.3). Following Gyimah-Brempong and Traynor (1999), the empirical results 
presented in chapter two and three of this thesis confirmed that CPI has a negative 
impact on economic growth. The following economic growth model is proposed: 
 
" = )@ + )0A./0 + )+% + )B># + )CD +	)FGHG + )I#G% + J	                (5.1)  
 
where " is the GDP growth rate,	% is investment (gross capital formation, % GDP), 
HC denotes human capital (primary school enrolment, % net), G represents the 
general government final consumption expenditure (% GDP), POP refers to 
                                                
43 See the complete list of studies in table 2.6, chapter two.  
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population growth (annual %), CPI presents comprehensive political instability 
(ordinal, 0-100), A./0 is the initial GDP per capita, and J is the stochastic error term. 
It is important to note that unlike other studies, which have concentrated on a single 
aspect of instability such as government change (Alesina et al. 1996), political 
protests (Berthélemy et al. 2002) or coercive behaviors (Polachek & Sevastianova 
2012), this study has defined political instability in terms of the CPI index. This 
index covers a broader spectrum of political instability events and also considers the 
influence of the longevity and size of political events in affecting a country’s 
destabilisation status. According to neoclassical growth theory, there is a negative 
relationship between population growth and GDP growth. Therefore, except for 
capital formation, which has a positive coefficient in the model, we would expect a 
negative value for other variables including G, POP, P, A./0, and CPI.  
 
Although most studies mainly focus on the consequences of political instability on 
economic performance, the assumption that political instability is an exogenous 
variable is questionable. Theoretical works as well as empirical evidences show that 
poor economic conditions can be one of the reasons for political unrest and conflicts. 
Nevertheless, it seems that there has been very little research allotted to the effects of 
economic growth on political stability. Goldstone et al. (2010) argued that political 
institutions, geography and demography, and not economic conditions, were 
important in determining political instability. Another study suggested that growth 
caused conflicts and this could also work in the opposite direction (Paldam 1998). 
Miljkovic & Rimal 2008 considered political instability, in the form of irregular and 
regular government change, as a dependent variable and concluded that GDP growth 
could boost political stability. 
 156 
 
From the political science point of view, these studies stress that political instability 
is a function of economic growth and other political variables. The CPI equation 
therefore is defined as: 
 
#G% = 	1@ + 10#G%./0 + 1+" + 1BKL#M + 1CNMGO + 1FGPLO + 1IPQ% + R         (5.2) 
 
where WACE is the Weighted Average of Coups d’état Event, MEPV refers to Major 
Episodes of Political Violence, PSAV represents Political Stability and Absence of 
Violence/Terrorism, and SFI denotes State Fragility Index. R  is a stochastic error term. 
As discussed in chapter 3, WACE and MEPV measure the size of impact of PI on 
economic growth, while PSAV and SFI address the longevity of impact. The WACE 
is a composite indicator and is computed by giving a certain weight to different 
forms of coups, oustings of leadership and assassinations (see chapter 3). Political 
science uses MEPV as a measure of political conflicts, focusing on episodes where at 
least 500 deaths have occurred at the hands of organised groups. It would therefore 
be expected that in the endogenous CPI equation, we would see a negative value for 
the WACE, MEPV and SFI coefficients, and a positive value for PSAV. 
 
The CPI may influence economic growth directly or indirectly. A direct effect causes 
the growth rate to fall, while an indirect effect may exert an influence through other 
affected economic factors such as investment. Investment entails long-term planning 
and being subjective needs assurances in the property rights and stability of political 
regime. Any deviation from this is harmful for investment and may reduce GDP 
growth. Following the study by Gyimah-Brempong and Traynor (1999), and despite 
of classic form of investments which consider only economic factors, a new 
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investment function was introduced in this study, comprising both economic and 
non-economic factors. This index, IEF, was included in the model to determine how 
the regulation of the economic environment can influence investment inflows and 
outflows. Another factor is the stability of political system, which can facilitate the 
inflow of investment. This is a key point, as investors can gain better foresight about 
the future. The CPI, therefore, takes into account the need to be conscious about the 
role of the political environment in investment. The remainder in the equation will 
therefore include economic variables, imports of goods and services (% of GDP), M 
and NFDI (% of GDP). Hence, the investment equation is defined as follows: 
 
% = ,@ + ,0%./0 + ,+" + ,BN + ,CSQ$% + ,F#G% + ,I#G%T−1 + ,V%MQ + W      (5.3) 
 
According to the literature, a positive value for economic growth, import ratio, NFDI 
and IEF is expected. It is also foreseeable that political instability will be a negative 
influence. A one-period lagged investment (%./0) and political instability are also 
included in the model in order to examine the dynamic nature of their possible 
impacts on investment. The systems of equations are therefore: 
 
"X. = )@ + )0AX,./0 + )+%X. + )B>#X. +	)CDX. + )FGHGX. + )I#G%X. + JX.      
#G%X. = 	1@ + 10#G%X,./0 + 1+"X. + 1BKL#MX. + 1CNMGOX. + 1FGPLOX. + 1IPQ%X. + RX. 
%X. = ,@ + ,0%X,./0 + ,+"X. + ,BNX. + ,CSQ$%X. + ,C#G%X. + ,F#G%Z,T−1 + ,I%MQX. + WX.        
     
The system of simultaneous equations can be represented in matrix form:  
 
                      ΓY + φX + υ = 0                                                               (5.4) 
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where Y and X  are the vector of dependent (endogenous) variables and independent 
(exogenous) variables, respectively. The error term,	υ, includes time invariant 
(unobserved country-specific effects), time-variant components and white noise. 
Formally, υ is specified as: 
 
            aX,. = 	 bX + J. + WX.						; 				M bX ≠ 0	, M J. ≠ 0                        (5.5) 
 
As can be seen from this relation, time invariant,	bX, and time variant, J., are 
correlated with the independent variables. As discussed in 3, the GMM method for 
the dynamic panel data model is used so as to include the endogeneity of the 
regressors and address the unobserved country effects.44 
 
5.3.2 Results 
The system GMM estimates of the dynamic panel model for 153 countries for 2002–
2012 are included in tables 5.6 to 5.10. The economic growth equation is shown in 
column 2, comprehensive political instability equation in column 3, and the 
investment equation in the last column. The Hansen test was used to examine over-
identifying the restrictions. As can be seen from all tables, these restrictions were 
correct and it is safe to assume that all models were correctly specified. The null 
hypothesis of no autocorrelation in differenced residuals was examined by AR(1) 
and AR(2). Although the null assumption is always rejected by AR(1) and is 
                                                
44 The reasons why the GMM method is more efficient than other methods have been discussed 
in chapter 4. 
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predictable,45 it is never rejected by AR(2). Difference-in-Hansen tests for both 
GMM and IV instruments confirmed the validity of instrument subsets. 
 
It can be seen from table 5.6 that the coefficient estimates met the expected value as 
anticipated in the model. The positive value of physical capital (I) and human capital 
(HC) in the growth equation confirmed that economic growth would be accelerated 
with more investment. However, as the literature stresses, government expenditure 
(G) and population growth hinders economic growth. The fact that the coefficient of 
CPI was negative implied that increased political destabilization obstructs the growth 
of economic output. Given the adverse effect of economic growth on political 
instability, one can conclude that political science and economics have the same 
opinion in this matter. Another interpretation is that any reduction in economic 
growth will deteriorate the stability of the regime – regardless of its type, whether 
democratic or autocratic. From column 3 in the table, it is evident that all the 
indicators of political destabilisation – WACE, MEPV and SFI – indicate that this 
factor has a negative influence on economic growth. In other words, the more a 
country experiences destructive political events such as coups d’état, assassinations, 
civil and ethnic violence, international and civil wars and terrorism, the greater the 
level of political destabilisation. However, in the absence of terrorism and violence, 
the CPI indicator decreases. The third equation in the final column of the 
simultaneous system is investment, which is positively linked to growth rate [make 
more of the very large coefficient], imports, Foreign Direct Investment (FDI) and the 
IEF. The IEF is a very important factor in determining the direction and amount of 
invested capital in countries. If a country’s economic sector and businesses gain 
                                                
45 For more detail, see 4.5.1 section of chapter 4. 
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more freedom, it is likely to receive more investment. Although the CPI is 
statistically insignificant in the investment equation, it has a negative value as 
expected. In addition, the estimates show that investment has no relationship with 
previous political events. 
 
To check the validity of these results, we need to make a distinction between 
different political events in terms of their size and longevity of impact. Generally 
speaking, it is necessary to assess the impact of events on the stability of a regime.  
For instance, successful coups are allocated more weight in the CPI than less 
influential events like “Resignation of Executive Due to Poor Performance and/or 
Loss of Authority”.  As explained in chapter 3, two indicators, WACE46 and MEPV, 
were introduced to assess the impact of the size of an event causing political 
instability. Hence, CPI1 was computed below to represent the size effect of CPI in 








The GMM estimates for the CPI1 model are shown in table 5.7. Results for all 
equations, except the investment equation, had the expected coefficient values. 
Although government consumption expenditure is statistically insignificant, it had a 
negative value as expected. Another key point is that the investment (column 3) did 
not show any relationship to political instability in terms of size impact, but it does 
follow the theory with one lagged in CPI1. However, this result the opposite when it 
comes to longevity impact.  Likewise, political instability in terms of longevity 
components, SFI and PSAV, can be stated as follows: 
                                                









As shown in table 5.8, CPI2 has a positive relationship with SFI and a negative 
association with PSAV. The table clearly reveals similar results in terms of 
coefficients values to those obtained from CPI1 in table 5.7. Although CPI2 is 
statistically insignificant, it has gained the expected value. Unlike the CPI1, the 
investment function is positively linked to one lagged of CPI2. 
 
The next two tables, table 5.9 and table 5.10, show the variation between countries 
variation in terms of instability levels. Countries with a high destabilization in their 
political system were classified as HCPI when the CPI went beyond 50. Countries 
with a CPI of 20.00 and lower were classified as LCPI. These tables show there are 
meaningful relationships between the independent variables and economic growth, 
indicating that a low level of disruption in the political system has a positive effect 
on economic growth. From the investment perspective, all influential factors showed 
the expected values, but it experiences inconsistency with one lag in HCPI. In fact, 
the LCPI model was more reliable and consistent than HCPI in explaining the 
interrelationships between growth, political instability and investment.  
 
Other notable findings can be summarised as follows: 
• All models showed that economic growth was adversely affected by political 
instability. This is consistent with previous studies such as Barro (1991), Alesina 
et al. (1996) and Aisen and Veiga (2013). The results also showed that political 
instability was negatively influenced by economic growth. In other words, being 
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in a stable political system will benefit economic growth. This is a key finding, as 
very few studies have investigated the impact of economic growth on political 
stability.  
• In all models, the IEF was positive and statistically significant, implying that, 
ceteris paribus, activities such as freedom from corruption, fiscal freedom, 
business freedom, labour freedom, monetary freedom, financial freedom and 
property rights promote investment and subsequently enhance economic growth.  
• Given the negative value of the CPI in most models, political instability in all 
investment models does not show a strong and reliable effect on investment, 
except in the LCPI model. Indeed, some coefficients indicated that disruptive 
events were associated with increased investment. 
• Given the different types of political instability used in various models in the form 
of CPI, CPI1 and CPI2, the results appear to be robust even if different types of 












Table 5.6: Dynamic Panel GMM Estimates through CPI Model 
 g CPI I 
    
GDP growth rate (g) - -5.531** 28.11*** 
 - (-2.012) (2.847) 
Initial GDP per capita (l.lny) -0.0306*** - - 
 (-5.422) - - 
Gross capital formation (I)  0.00170*** - - 
 (3.766) - - 
One lagged gross capital formation (l.I) - - 0.428*** 
 - - (4.023) 
School enrolment, primary (HC) 0.000875*** - - 
 (3.365) - - 
General government final consumption expenditure (G) -0.000462 - - 
 (-0.553) - - 
Population growth (POP) -0.00696*** - - 
 (-4.672) - - 
Comprehensive Political Instability index (CPI) -0.00182*** - -0.0201 
 (-3.172) - (-0.327) 
One lagged Comprehensive Political Instability index (l.CPI) - 0.115*** 0.0728 
 - (3.328) (1.272) 
Weighted Average of Coups d’état Event (WACE) - 14.06*** - 
 - (3.477) - 
Major Episodes of Political Violence (MEPV) - 1.269*** - 
 - (4.077) - 
State Fragility Index (SFI) - 1.335*** - 
 - (14.25) - 
Political Stability and Absence of Violence/Terrorism (PSAV) - -7.299*** - 
 - (-15.90) - 
Imports of goods and services (M) - - 0.0707** 
 - - (2.132) 
Net inflows of foreign direct investment (NFDI) - - 0.344** 
 - - (2.596) 
Index of Economic Freedom (IEF) - - 0.0972*** 
 - - (3.689) 
    
Number of observations 996 682 640 
Number of countries 136 121 114 
Hansen test (p-value) 0.290 0.729 0.538 
AR1 test (p-value) 0.000 0.002 0.013 
AR2 test (p-value) 0.104 0.248 0.249 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.961 0.768 0.816 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.755 0.913 0.697 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, CPI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 











Table 5.7: Dynamic Panel GMM Estimates through Size Impact (WACE and MEPV) 
 g CPI1 I 
    
GDP growth rate (g) - -0.687 34.21*** 
 - (-0.709) (4.040) 
Initial GDP per capita (l.lny) -0.0356*** - - 
 (-6.231) - - 
Gross capital formation (I)  0.00148*** - - 
 (4.478) - - 
One lagged gross capital formation (l.I) - - 0.587*** 
 - - (5.347) 
School enrolment, primary (HC) 0.00106*** - - 
 (2.647) - - 
General government final consumption expenditure (G) -0.000790 - - 
 (-0.842) - - 
Population growth (POP) -0.0145*** - - 
 (-2.759) - - 
Comprehensive Political Instability index (CPI1) -0.000643* - 0.0542 
 (-1.975) - (1.269) 
One lagged Comprehensive Political Instability index (l.CPI1) - 0.0324* -0.0214 
 - (1.875) (-0.603) 
Weighted Average of Coups d’état Event (WACE) - 63.09*** - 
 - (17.34) - 
Major Episodes of Political Violence (MEPV) - 6.608*** - 
 - (30.04) - 
Imports of goods and services (M) - - 0.0593** 
 - - (2.098) 
Net inflows of foreign direct investment (NFDI) - - 0.165* 
 - - (1.664) 
Index of Economic Freedom (IEF) - - 0.0824** 
 - - (2.543) 
    
Number of observations 1,005 1,008 644 
Number of countries 137 131 115 
Hansen test (p-value) 0.310 0.916 0.304 
AR1 test (p-value) 0.000 0.003 0.024 
AR2 test (p-value) 0.058 0.449 0.422 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.924 0.515 0.863 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.969 0.587 0.274 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, CPI1 and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 








Table 5.8: Dynamic Panel GMM Estimates through Longevity Impact (SFI and PSAV) 
 g CPI2 I 
    
GDP growth rate (g) - -6.431*** 27.14*** 
 - (-3.361) (2.741) 
Initial GDP per capita (l.lny) -0.0322*** - - 
 (-5.565) - - 
Gross capital formation (I)  0.00167*** - - 
 (3.879) - - 
One lagged gross capital formation (l.I) - - 0.566*** 
 - - (5.779) 
School enrolment, primary (HC) 0.000910*** - - 
 (3.451) - - 
General government final consumption expenditure (G) -0.000383 - - 
 (-0.475) - - 
Population growth (POP) -0.00664*** - - 
 (-4.310) - - 
Comprehensive Political Instability index (CPI2) -0.00164*** - -0.0191 
 (-3.370) - (-0.375) 
One lagged Comprehensive Political Instability index (l.CPI2) - 0.0271* 0.0541 
 - (1.784) (1.169) 
State Fragility Index (SFI) - 1.786*** - 
 - (36.36) - 
Political Stability and Absence of Violence/Terrorism (PSAV) - -10.43*** - 
 - (-38.14) - 
Imports of goods and services (M) - - 0.0644** 
 - - (2.082) 
Net inflows of foreign direct investment (NFDI) - - 0.277** 
 - - (2.411) 
Index of Economic Freedom (IEF) - - 0.0626*** 
 - - (2.971) 
    
Number of observations 997 667 642 
Number of countries 137 117 115 
Hansen test (p-value) 0.245 0.638 0.743 
AR1 test (p-value) 0.000 0.006 0.006 
AR2 test (p-value) 0.101 0.585 0.305 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.897 0.766 0.989 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.653 0.644 0.904 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, CPI2 and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 








Table 5.9: Dynamic Panel GMM Estimates through High CPI (HCPI) Model 
 g HCPI I 
    
GDP growth rate (g) - -0.507* 34.90*** 
 - (-1.776) (3.783) 
Initial GDP per capita (l.lny) -0.0136*** - - 
 (-4.832) - - 
Gross capital formation (I)  0.00345*** - - 
 (7.139) - - 
One lagged gross capital formation (l.I) - - 0.499*** 
 - - (5.060) 
School enrolment, primary (HC) 0.000683*** - - 
 (2.733) - - 
General government final consumption expenditure (G) -0.000706 - - 
 (-1.384) - - 
Population growth (POP) -0.00703** - - 
 (-2.449) - - 
High Comprehensive Political Instability index (HCPI) -0.0240* - -0.0783 
 (-1.899) - (-0.0363) 
One lagged Comprehensive Political Instability index (l.HCPI) - 0.145* 0.133 
 - (1.937) (0.0642) 
Weighted Average of Coups d’état Event (WACE) - 1.378* - 
 - (1.843) - 
Major Episodes of Political Violence (MEPV) - 0.112** - 
 - (2.370) - 
State Fragility Index (SFI) - 0.0133** - 
 - (2.473) - 
Political Stability and Absence of Violence/Terrorism (PSAV) - -0.0369 - 
 - (-0.712) - 
Imports of goods and services (M) - - 0.0249 
 - - (0.955) 
Net inflows of foreign direct investment (NFDI) - - 0.349** 
 - - (2.571) 
Index of Economic Freedom (IEF) - - 0.120*** 
 - - (4.081) 
    
Number of observations 661 682 674 
Number of countries 119 121 120 
Hansen test (p-value) 0.635 0.602 0.283 
AR1 test (p-value) 0.027 0.010 0.006 
AR2 test (p-value) 0.083 0.931 0.286 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.999 0.999 0.723 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.337 0.898 0.952 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, HCPI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 






Table 5.10: Dynamic Panel GMM Estimates through Low CPI (LCPI) Model 
 g LCPI I 
    
GDP growth rate (g) - -0.749*** 26.58*** 
 - (-2.732) (2.721) 
Initial GDP per capita (l.lny) -0.0299*** - - 
 (-4.995) - - 
Gross capital formation (I)  0.00215*** - - 
 (4.772) - - 
One lagged gross capital formation (l.I) - - 0.424*** 
 - - (3.790) 
School enrolment, primary (HC) 0.00255*** - - 
 (4.320) - - 
General government final consumption expenditure (G) -0.000787 - - 
 (-0.843) - - 
Population growth (POP) -0.00437** - - 
 (-2.115) - - 
Low Comprehensive Political Instability index (LCPI) 0.0375*** - -2.645** 
 (2.773) - (-2.443) 
One lagged Comprehensive Political Instability index (l.LCPI) - 0.187** -0.0290 
 - (2.030) (-0.0261) 
Weighted Average of Coups d’état Event (WACE) - 0.189 - 
 - (1.573) - 
Major Episodes of Political Violence (MEPV) - 0.0990** - 
 - (2.175) - 
State Fragility Index (SFI) - -0.0191*** - 
 - (-2.862) - 
Political Stability and Absence of Violence/Terrorism (PSAV) - 0.243*** - 
 - (4.318) - 
Imports of goods and services (M) - - 0.0725** 
 - - (2.029) 
Net inflows of foreign direct investment (NFDI) - - 0.373*** 
 - - (2.842) 
Index of Economic Freedom (IEF) - - 0.136*** 
 - - (3.772) 
    
Number of observations 986 1,251 641 
Number of countries 136 146 115 
Hansen test (p-value) 0.284 0.647 0.564 
AR1 test (p-value) 0.000 0.000 0.013 
AR2 test (p-value) 0.106 0.524 0.247 
Difference-in-Hansen tests: GMM instruments for levels (p-value) 0.881 0.210 0.858 
Difference-in-Hansen tests: IV instruments for levels (p-value)  0.125 0.250 0.778 
 
Notes: 
- System-GMM estimations used for all models between 2002 and 2012. 
- GDP per capita, LCPI and gross capital formation were treated as endogenous (GMM 
instruments). Two period lagged of these variables were used as instruments in the 
first-difference equations and their once lagged first-differences in the levels equation. 
- All other variables including time dummies are treated as exogenous (IV instruments). 
- t-statistics are in parentheses. Significance levels at which the null hypothesis is 




If we now turn our attention to how economic growth can be affected through 
political instability and investment, we can look at the following partial 






















= )I11 + )+,5 
 
Similar to the CDI analysis, these two equations account for the effects of political 
instability on growth in terms of the current ( 45
46g8
) period and previous period 
( 45
46g8:;<
). The first equation is divided into direct and indirect effects, while the 
second equation represents only the indirect effect of political instability in the last 
period. It seems that any interpretation without considering these interrelationships 
would be misguided as the issues may not be correctly analysed. From table 5.6, we 
can see that the direct effect is equal to -0.00182 and the indirect effect -0.00003417; 
consequently, the total effect is -0.001854. The second equation examines the 
indirect role of political events from the last period on economic growth through CPI 
and investment. Since the coefficient of #G%./0 in the investment function is not 
acceptable (it has a positive value and is statistically significant), the total effect in 
this case is equal to -0.00021, which only accounts for the value of the partial 
derivative of economic growth with respect to the last period of CPI. The same is 
evident for the CPI2 and HCPI equations. In addition, the current effect of CPI on 
economic growth in the CPI1 model was limited to the direct effect, since the partial 
derivative of investment with respect to CPI1 in the first differentiation equation was 
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positive and not statistically significant. In other words, we should remove the 
indirect effect of CPI1 from the current effect.  
  
Table 5.11 summarises the periodical analysis of different types of CPI and their 
interactions between current and previous periods for all estimated models. These 
results bring some points to our attention. First, they show a negative impact of both 
the current and previous period of political instability on economic growth. Second, 
they indicate that the impact of the current year on the CPI outweighs the previous 
period’s impact, regardless of the source of political events. Third, as explained 
above, the LCPI results are not peculiar as they are positively linked to economic 
growth. In other words, the lower instability, the faster economic growth can be. 
 
             Table 5.11: Periodical Analysis of CPI effect on Economic Growth 
Type of period  Overall (CPI) Size (CPI1) Longevity(CPI2) HCPI  LCPI 
Current period - 0.00185 - 0.00064* - 0.00167 - 0.02427 0.03181 
Previous period - 0.00021** - 0.00005 - 0.00005** - 0.00348** 0.00695 
    * It includes the direct effect of CPI1 only.  
    ** It includes the first item of partial derivative of growth only. 
 
5.4 Conclusion 
This chapter has attempted to address the very important simultaneity issues as they 
apply to democracy and political instability, and to reveal possible interrelationships 
between political variables and other endogenous variables including economic 
growth and investment. Using the GMM dynamic panel simultaneous equations 
system for CPI, economic growth and investment, economic growth is adversely 
affected by political instability even if destabilized political events are classified in 
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terms of size and longevity impacts. It also confirms that political instability is 
negatively influenced by economic growth.  The interesting finding is that all types 
of economic freedom such as fiscal freedom, monetary freedom, financial freedom, 
labor freedom and freedom from corruption increase investment and subsequently 
promote economic growth. 
 
The GMM estimates of the CDI, economic growth and investment model confirm 
the findings of earlier studies where democracy was shown to have a positive impact 
on economic growth. This result was supported for different levels of democracy 
around the world. Thus, while improving democracy increases economic growth, 
low levels of democracy will hamper growth. The reverse was also found to be true: 
economic growth has a positive effect on democracy. In fact, economics and political 
science acknowledge the positive impact of democracy on economic growth and vice 
versa. Again, it is important to bear in mind that this positive effect for countries 
with a low level of democracy means that the greater the delay in promoting 








SUMMARY AND CONCLUSIONS 
6.1 Introduction 
For the economist, analysing the impact of political variables on economic growth is 
vital in identifying the appropriate’ right path for economic development. This is also 
an important area of study for political scientists investigating the key elements of 
government stability and democratisation processes in the context of economics. 
Whilst many studies have been carried out in this area, they focus on the economic 
determinants of economic growth or the key political determinants of democracy and 
political instability. Very little research has been done on the roles of democracy and 
political instability in economic growth, or the influence of economic factors on 
democracy and political instability. In other words, few studies illustrate the effects 
of political and economic variables on economic growth, or political and economic 
variables on democracy and political instability.  
 
The literature shows that in both approaches – economics political science – there 
have been serious conceptual and empirical issues. From the conceptual point of 
view, democracy has been mostly considered from a political aspect, hence all 
related data and indicators have been collected and computed with this view in mind. 
For a long time, it has also been assumed that political instability affects government 
regimes. It is evident from the literature that the approach used in empirical models 
is a highly political one, so political economic growth models have not considered 
economic aspects. However, it is clear that democracy is not a one-dimensional 
concept, it is multi-faceted. Likewise, political instability is not only linked to 
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government change; it can comprise other political events that disturb the stability of 
the economic environment. It seems, therefore, that if the concepts of democracy and 
political instability and their main features can be considered more inclusively, we 
might be able to develop a comprehensive definition of these political variables. 
From an empirical perspective, there are some shortcomings in previous studies in 
terms of validity and reliability of the results. 
 
This study aimed to address the conceptual and empirical issues in democracy and 
political instability in the context of economic growth analysis by asking three 
questions: (1) Is it possible to construct comprehensive definitions of democracy and 
political instability that are more inclusive? (2) What are the weaknesses of previous 
econometric studies and what econometric model is the most appropriate one? (3) 
How can some important econometric issues like simultaneity be addressed so as to 
derive valid results? 
 
This chapter is organised as follows: section 6.2 discusses the major findings of this 
thesis. Section 6.3 identifies the contributions of this study. Limitations and 
restrictions encountered in this research are then acknowledged in section 6.4. Last, 
potential areas for future research are described in section 6.5.     
 
 
6.2 Major Findings   
In the context of political economy, the impact of political variables on growth 
models has been discussed mainly in terms of democracy and political instability. 
This thesis has attempted to address important conceptual and empirical issues in 
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political economic growth studies. Importantly, it has shown that a broader view is 
required of the concept of political variables. The literature has shown that 
democracy is not solely influenced by political democracy and political instability is 
not purely influenced by government change. In fact, from the conceptual 
perspective, while the main message of democracy is freedom of choice – including 
political, economic and social freedom – the political aspect of democracy has been 
the dominant one in literature. The Comprehensive Democracy Index (CDI) was 
therefore introduced to include these three aspects of freedom in democracy. 
Likewise, studies on political stability have focused mainly on political events with 
an emphasis on government change, even though the stability of the economic 
environment is important for long-term economic growth. Hence, the 
Comprehensive Political Instability (CPI) Index was defined to represent two key 
characteristics of political stability variables: longevity and size of impact. 
Incorporating these new aspects of democracy and political instability, the CDI and 
CPI indices were calculated for 153 countries for the period from 2002 to 2012. The 
calculations show that out of 1661 observations for the CDI, the highest level of 
democracy was 93.27 for New Zealand in 2005 and the lowest was 13.12 for Iraq in 
2002. The CPI index showed that out of 1692 observations, the most stabilised 
country was Finland (0.00) in 2002 and the most destabilised was Iraq (77.88) in 
2004. 
 
To address the empirical issues, economic growth cross-country regressions were 
conducted using the GMM method.  The results showed that economic growth was 
positively associated with the CDI and negatively with the CPI.  More specifically, 
economic growth increased by 0.0008% when the level of democracy improved by 
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1%. Economic growth was also hindered by 0.0016% if the CPI index increased by 
1%. Furthermore, the negative impact of political instability outweighed the positive 
effect of democracy on economic growth. 
 
The thesis has extensively discussed the impact of democracy and political instability 
on economic growth.  As mentioned, the CDI components – the IEF, FIW and VA 
indices – were combined in order to measure the economic, political and social 
aspects of democracy. The regression results revealed that economic growth 
increased by 0.0019% in response to a 1% improvement in the IEF or a 0.035% 
improvement in the VA. Economic progress is hampered around 0.015% resulted by 
a 1% increase in FIW due to lack of political freedom. In regard to political 
instability, the CPI index incorporated four variables: WACE, MEPV, PSAV and 
SFI. This index therefore measured two impacts of political instability on economic 
growth: size (WACE and MEPV) and longevity (PSAV and SFI). The impact of size 
impact on the economy was significant: if a country experienced an increase of 1% 
in WACE and MEPV, its growth rate was lowered by 0.20% and 0.014% 
respectively. This result clearly indicates that the negative influence of coups d’état 
on economic growth is greater than another factor, major political events (events 
leading to over 500 deaths over the course of an episode of fatal violence brought 
about through organised groups). In terms of the longevity of impact, state fragility 
has more negative influence on economic output compared with the positive effect of 
PSAV. The results showed that economic growth decreased by 0.0062% when SFI 
increased by 1%, and it increase by 0.0026% when PSAV increased by 1%. 
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Sensitivity analysis was carried out to examine how democracy and political 
instability influence economic growth. All countries were divided into two 
categories: democratic, for countries with CDI rates of 75.00 rates and higher 
(HCDI), and less democratic, for countries with CDI rates less than 45.00 (LCDI). 
The results showed that a high level of democracy boosted economic growth by 
0.026%, while nations struggling with the democratisation process experienced a 
negative impact of 0.028% on their growth. Countries were also classified as 
stabilised if they experienced low levels of political instability with a CPI index less 
than 20 (LCPI), and destabilized if they scored more than 50 (HCPI). The results 
revealed that a high level of political instability hampered economic growth by 
0.039%.  
 
Turning to the problem of simultaneity, this study found that economic growth was 
negatively affected by political instability and vice versa. In other words, economic 
growth can help to stabilise a political regime. From the democracy perspective, the 
results from the simultaneous equations system showed that improving democracy 
increased economic growth and vice versa – that is, there was a positive effect of 
economic growth on democracy. In fact, economics and political science would end 
up agreeing on this point: higher levels of democracy have a positive impact on 
economic growth. The robustness and validity of these results have been examined 
through the periodical analysis and separating the total effect into direct and indirect 
effects on the model in order to see how democracy and political instability may 





6.3 Contributions of the Study 
This study delivers two major conceptual and empirical contributions to the cross-
countries analysis of political economic growth. In fact, this research identifies that 
the cross-regression studies encounter conceptual and empirical issues when 
researching democracy and political instability. The first contribution is the finding 
that democracy is not a single dimension to be understood merely in terms of 
political democracy. The second contribution is the finding that the concept of 
political instability should not be understood purely in terms of government change. 
These findings were brought about by the development of two comprehensive 
measures of democracy and political instability: the CDI and CPI index. 
 
This study also attempted to overcome the problems associated with previous 
empirical work by developing appropriate econometric methods to deal with issues 
of robustness. Previous studies using the OLS estimation method to estimate cross-
country regression models have been characterised by certain problems. These 
include econometric problems such as endogeneity of some RHS variables, 
biasedness due to heterogeneity problems among countries, correlation and 
inconsistency due to eliminating the time invariant part. It is argued that the GMM 
will provide an effective solution to these problems. The second empirical issue was 
that most previous studies did not provide evidence as to how the true model should 
be identified and what variables should be included in the estimated model. 
Therefore, robustness analysis and sensitivity analysis were included in this study to 
address these problems and biases. The third empirical issue related to the 
endogeneity and exogeneity of variables in the simultaneous equations models. The 
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results of this study confirm that economic growth and political variables both 
affected each other simultaneously. 
In summary, the main contribution of this research is that any multidisciplinary study 
should concurrently consider conceptual and empirical issues so as to broaden the 
views and avoid any misleading results and conclusions. 
 
6.4 Areas for Future Studies 
This study can be improved in different ways. First, as already discussed, one of the 
empirical issues in this field is the causality association between economic growth 
and political variables – that is, democracy and political instability. This association 
needs to be investigated to determine whether the causal direction is two-way or one-
way47. Second, the findings and results, which were obtained in this research through 
cross-countries regression analysis, need to be re-examined by grouping countries by 
different levels of development or according to region. It would help to understand 
how, for instance, income per capita might influence democracy and political 
instability. Selecting some specific groups of countries such as MENA and OECD 
may help check the validity of the model and its indicators, CDI and CPI48.  
                                                
47 Although the causality issue has been extensively discussed throughout this study 
especially on pp. 6, 32, and 35-38, it is vital to identify the causality direction between 
CDI/CPI and economic growth as to whether it is two-way or one-way. While some Authors 
like Pourgerami (1988), found that democracy can improve economic growth, others like 
Helliwell (1994) reached to this point that economic growth is the motivation of democracy 
and it may improve democratization trend among countries. Therefore, this issue should be 
investigated through CDI and CPI indices. 
 
48 It should be noted here heterogeneity is a common problem in cross-sectional studies. 
There are two types of heterogeneity: unobserved and neglected. Omitting variables may 
cause neglected heterogeneity, which will be a serious problem in probit models not in linear 
models like our models. To avoid unobserved heterogeneity, which might be a potential 
problem in linear models, size and scale must be taken into account. One way is dividing 
countries into low or high level in democracy and political instability so as to examine the 
validity of results by theses proxies. This issue has already been addressed in chapters 4 and 
5 on pp.132-135, pp.146-147, and pp.160-162. Another suggestion could be using dummy 
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Third, a potential area of research would be to ask why a democratic country like 
India suffers from a low level of economic growth, while a communist nation like 
China has been experiencing high economic growth. By looking at Appendices 1 and 
2, which contain data collected from 2002 to 2012, one answer could be that 
although India had a moderate rank in democracy in terms of CDI, the CPI index 
showed this country was not successful in stabilising its political status. On the other 
hand, China received a very low rank in the CDI index, yet it has a moderately 
stabilised political system. Therefore, if all direct and indirect effects measure the 
impact of democracy and political instability on economic growth, then it would be 
more likely to find some explanations for a specific country analysis49. 
 
Fourth, this study will be completed if interactions between democracy and political 
instability are simultaneously examined in a unified model with all different 
scenarios discussed in chapters 4 and 5. 
 
Finally, the role of human capital and inflation rate have been extensively discussed 
in chapters 4 and 5, however, the lower and higher levels of these variables as 
influential factors on economic growth are important to investigate. The size of 
government is another possible issue, which can be discussed by, for instance, 
adding “Government expenditure/GDP ratio” into the models. These indirect 
                                                                                                                                     
variables in the form of, for instance, developed vs. less developed countries in terms of 
income per capita. 
 
49 In general, this study focuses the political aspects of economic growth and attempts to 
elicit how economic growth can be affected by – or influence on- low or high level of 
democracy and political instability. However, another study is required to examine some 
specific countries like China as to why this country with low level of democracy is 
experiencing the high level of growth. One possible reason for this could be greater trade and 
financial openness. Another reason might be country-fixed effect including history, culture 
and capabilities, which should be considered in the model. This is one of the potential areas 
that can be done in future work. 
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channels under new concepts of democracy and political instability, CDI and CPI, is 
one of potential topics that can be considered in future work. 
 
This study serves to emphasise to any future researchers working in multidisciplinary 
areas, the significance of considering both conceptual and empirical issues in their 
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